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LEGISLATIVE PROPOSALS TO 
REFORM THE NATIONAL FLOOD 
INSURANCE PROGRAM 


Wednesday, April 21, 2010 

U.S. House of Representatives, 

Subcommittee on Housing and 
Community Opportunity, 
Committee on Financial Services, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 2:10 p.m., in room 
2128, Rayburn House Office Building, Hon. Maxine Waters [chair- 
woman of the subcommittee] presiding. 

Members present: Representatives Waters, Cleaver, Green, Clay, 
Ellison, Driehaus; Capita, Neugebauer, Marchant, and Jenkins. 

Also present: Representatives Taylor, Costello, and Scalise. 

Chairwoman Waters. The Subcommittee on Housing and Com- 
munity Opportunity will come to order. Thank you very much. I 
would like to ask the members to take a seat at the table. 

We are very pleased to have so many Members of the House with 
us today. And I would like to start the hearing by getting the state- 
ments from the Members. I know that you’re all busy, and you 
don’t want to sit through our opening statements. 

So, with us today, we have the Honorable Jerry Costello, the 
Honorable Doris Matsui, the Honorable Steve Scalise, and the Hon- 
orable Gene Taylor. And we will start with the Honorable Doris 
Matsui. 

STATEMENT OF THE HONORABLE DORIS O. MATSUI, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI- 
FORNIA 

Ms. Matsui. Thank you. Madam Chairwoman. I thank the chair- 
woman, my friend from California, Ms. Waters, and Ranking Mem- 
ber Capita for allowing me to have the opportunity to testify before 
the subcommittee today, for scheduling consideration of the Flood 
Insurance Reform Priorities Act tomorrow. 

This legislation, which I am pleased to cosponsor, would reform 
the National Flood Insurance Program, NFIP, and contains lan- 
guage, H.R. 5125, that I authored, which would provide technical 
changes to Federal flood zone designations. 

I would also like to thank Chairman Frank and Ranking Member 
Bachus for their continued advocacy for H.R. 1525. Both of them 
and their incredible staffs have been invaluable during this proc- 
ess. 


( 1 ) 
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Additionally, I am grateful to FEMA for collaborating with Con- 
gress to craft a number of NFIP modifications. From my hometown 
in Sacramento to the Louisiana Bayou to the plains of the Midwest, 
communities are improving their flood protection infrastructure in 
order to keep Americans safe and secure. However, as we work to 
conform to changing dynamics of Federal standards, these commu- 
nities are seeking clarity as they work to meet Federal regulations. 

Public safety is my absolute number one priority. H.R. 1525, 
which was approved last summer by the House as part of the Na- 
tional Flood Insurance Program Extension Act, would give commu- 
nities clarity, so that they can continue to improve flood defenses. 

Specifically, this legislation would update current law to take 
local and State funding into account when determining flood zone 
designations. Sacramento residents and the State of California 
have devoted hundreds of millions of dollars toward flood protec- 
tion. It is crucial that this investment be recognized by the Federal 
Government. FEMA needs to identify the contributions made by 
the States and cities when they review the progress made on Fed- 
eral levees as they determine an area’s flood designation. 

For example, on one project in my district in the Natomas Basin, 
by next year, the State and local governments will have spent more 
than $350 million over the last 5 years on levee improvements, 
without acknowledgment from FEMA in the remapping process. 
Protecting our constituents from the dangers of floods requires a 
comprehensive approach. Local communities. States, and the Fed- 
eral Government must all be thoughtful and committed partners. 

With regard to another issue I would like to raise, I believe that 
it is equally important to note that since Hurricane Katrina, FEMA 
has issued new flood insurance rate maps in many parts of this 
country. In my district, those maps place an area in an AE flood 
zone, and trigger the Federal requirement to carry flood insurance 
for more than 15,000 homeowners. There is no doubt that the 
Natomas Basin, like most of Sacramento, is at risk of flooding, as 
it lays at the confluence of two major rivers. 

But, as I noted earlier, the Sacramento Area Flood Control Agen- 
cy, SAFCA, is working with the Army Corps of Engineers and the 
California Department of Water Resources to implement an aggres- 
sive and ambitious levee improvement plan to achieve a 20()-year 
level of flood protection. 

While these efforts are ongoing, flood insurance has become man- 
datory, and costs homeowners more than $1,250 annually. This is 
nearly 4 times the PRP rate. While I always urge homeowners in 
floodplains to purchase flood insurance, I have serious concerns 
about families being forced to incur higher insurance rates during 
an economic recession. Increased rates on top of the annual flood 
protection assessments that many residents are paying each year 
compounds this problem. 

I am pleased at the legislation to be considered by this committee 
tomorrow with phased-in rates for newly mapped areas. This provi- 
sion is a good start, but I would respectfully encourage the commit- 
tees to work with FEMA to offer reduced flood insurance premiums 
to those areas that have already been remapped, or implement 
other policies that would ensure the affordability of flood insurance 
rates. In doing so, the committee would make sure that responsible 
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homeowners across the country continue paying into the NFIP 
without adding risk to the floodplain. 

Thank you again for letting me address the subcommittee. I look 
forward to our continuing efforts to improve flood protection. I yield 
back the balance of my time, and I apologize for my hoarse voice. 

[The prepared statement of Representative Matsui can be found 
on page 50 of the appendix.] 

Chairwoman Waters. Thank you very much, Congresswoman. 
Mr. Steve Scalise. 

STATEMENT OF THE HONORABLE STEVE SCALISE, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF LOU- 
ISIANA 

Mr. Scalise. Thank you. Chairwoman Waters, Ranking Member 
Capita, and distinguished members of the subcommittee. I appre- 
ciate the opportunity to testify before your subcommittee on H.R. 
1264, the Multiple Peril Insurance Act. This bipartisan legislation 
has 22 cosponsors, and makes critical reforms that are important 
to the people of South Louisiana. 

By adding multiple peril coverage, which includes wind and hail, 
to the National Flood Insurance Program, homeowners will have 
greater protection against damage caused by hurricanes and other 
storms. Adding wind and hail coverage to the NFIP will give the 
people in my district the peace of mind that their homes, busi- 
nesses, churches, and schools will be protected in the face of cata- 
strophic storm damage. 

I commend Congressman Gene Taylor for his leadership and dili- 
gence on this issue. I am proud to join with Congressman Taylor 
in championing this bill so that no American has to experience 
what the people of the Gulf Coast went through after Hurricane 
Katrina. 

We in south Louisiana have to live with the threat of these mas- 
sive hurricanes every year. But we shouldn’t have to live without 
protection from future storms. As this subcommittee well knows, 
after Hurricane Katrina, many homeowners found themselves 
stranded with no payments from their insurance companies. Many 
homeowners were forced to sue their insurance companies in order 
to recoup any money from their policies. Some insurance companies 
overbilled the NFIP for flood damage, while denying homeowners 
on wind damage payments. 

After Hurricane Katrina hit, many private insurance companies 
refused to write any policies that included wind coverage, and 
46,000 people were forced into the Louisiana Citizens Property In- 
surance Corporation, which is the State’s high-risk pool, and Lou- 
isiana was forced to borrow $1.4 billion in order to reinsure these 
additional policies. 

Dumping policies into State insurers of last resort is not an effec- 
tive or efficient solution to the need for wind insurance. Thousands 
of homeowners who purchased both a wind policy and flood insur- 
ance found that neither policy wanted to pay, even though they 
were covered for both. That’s because if some storm damage was 
caused by wind and some caused by flood, it was up to the home- 
owner, in many cases, to prove whether wind or flood came first. 
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This added insult to injury for thousands of homeowners who lost 
everything to the storm, and just wanted to get their homes re- 
paired. Yet many had to take their insurance companies to court, 
just to enforce these policies they had been paying premiums on for 
years. 

This important legislation takes vital steps to implement lessons 
learned, and prevent history from repeating itself. Our current sys- 
tem creates an inherent conflict of interest between private insur- 
ance companies and the Federal Government over who pays what 
when both water and wind cause damage. This legislation elimi- 
nates that conflict by providing homeowners with the option to pur- 
chase one multi-peril policy for both wind and water. No longer will 
homeowners be forced into State-run wind pools when private in- 
surance companies refuse to write wind coverage. 

Adding wind and hail coverage to the NFIP allows us to spread 
the risk geographically, and in a much more efficient manner. 
State-run wind pools concentrate the risk, and a large portion of 
those policies through the State pool could all be affected by the 
same disaster, thus making it very difficult for State-run pools to 
build up enough reserves to pay, in the event of a major disaster. 

This problem is not limited to the Gulf Coast alone, though. 
Wind damage is a risk all across the coastal United States, and it 
is important to note that 55 percent of American citizens live with- 
in 50 miles of a coast. Clearly, this is an issue that affects all 
Americans, not just on the Gulf Coast. 

I recognize that some Members may be concerned that this bill 
puts American taxpayers on the hook for coastal disasters. To the 
contrary, this legislation is designed to be actuarially sound. Ac- 
cording to the Congressional Budget Office, this legislation would 
pay for itself through the premiums that would be assessed. 

Another important component of this bill is the additional loss of 
use coverage. After Hurricane Katrina, the Federal Government 
paid out $34 billion in disaster housing assistance alone. Adding 
loss of use coverage would reduce reliance on the Federal Govern- 
ment for disaster assistance in the face of catastrophic damage. 
This bill alleviates some of the burden on taxpayers, as opposed to 
adding to it, by relying on disaster assistance that is often expen- 
sive and subject to fraud. 

It is time to enact real reform so that homeowners have com- 
prehensive hurricane insurance protection. Enacting reforms to 
NFIP will allow us to move forward with a 5-year extension and 
put an end to these short-term extensions that expire when Con- 
gress fails to act. Chairwoman Waters’ bill is a step in the right 
direction towards that full 5-year extension. And I look forward to 
continuing to work towards this goal. 

As we approach hurricane season, enacting these reforms and 
passing a long-term extension becomes more critical every day. The 
ultimate goal of our region is to build a comprehensive hurricane 
protection system that allows us to look back at Katrina and say, 
“Never again.” 

I appreciate the opportunity to testify before your committee, and 
I look forward to working with you in the future to achieve this 
fundamental goal. Thank you, and I yield back. 
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[The prepared statement of Representative Scalise can be found 
on page 60 of the appendix.] 

Chairwoman Waters. Thanks. Next we will hear from the Hon- 
orable Gene Taylor. 

STATEMENT OF THE HONORABLE GENE TAYLOR, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF MIS- 
SISSIPPI 

Mr. Taylor. Thank you, Madam Chairwoman, for holding this 
hearing, and thank you for your many visits to the Gulf Coast re- 
gion to see for yourself why the present situation isn’t working and 
doesn’t need to be repeated. 

The bill before you that you were so kind to cosponsor would do 
several things. Number one, it would increase the amount of cov- 
erage for those people who either have their homes destroyed, or 
substantially destroyed in the course of a storm. Something that 
shocked all of us who lost our homes was just the incredible cost 
of replacing them. So it increases that value up to $500,000. It in- 
creases the value of the contents up to $150,000. Because for all 
of us, again, it was a shock how much that stuff in your house was 
worth when you went to replace it. 

Most importantly, though. Madam Chairwoman, it does a couple 
of things. As my colleague from Louisiana pointed out, it would 
prevent the horrible situation where tens of thousands of home- 
owners have to sue their insurance company to have a claim paid 
that should have been paid the day after the storm. In many in- 
stances, it took years. And it wasn’t just average joes. The presi- 
dent of the United States Senate, Federal judges — if you can say 
one thing about the insurance companies after Katrina, they 
screwed everyone equally. But the sad part is that they screwed ev- 
eryone. 

The second thing is, as Steve pointed out, the people who pay 
these premiums ought to cover the cost for the loss, not the Amer- 
ican taxpayer. But after Katrina, we will prove beyond a shadow 
of a doubt, it was the American taxpayer who paid. 

And lastly, in response to this, the insurance companies, al- 
though they have opposed this measure, have walked away from 
this responsibility only to have another level of government assume 
that responsibility, and that’s the State level. Why is the present 
situation untenable? 

Number one is that the present situation has a conflict of inter- 
est built in, where we hire the private sector to sell the policy, no 
problem there. But we hire the private sector to adjust the claim. 
After Katrina, agents for State Farm, Allstate, Nationwide, etc., 
walked onto a piece of property where the house was gone, and had 
to make the decision. Did the wind do it, which means their com- 
pany pays, or did the water do it, which means the National Flood 
Insurance pays? Eveiy time they walked on that piece of property, 
they said the water did it, and the Federal Government has to pay. 

As a matter of fact, an attorney for Nationwide, before the Mis- 
sissippi Supreme Court, when asked point blank if the house was 
95 percent destroyed by the wind before the water ever got there, 
how do you apportion that claim, how much would Nationwide pay. 
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is quoted as saying, “Not one dime.” For those of you who are fiscal 
conservatives, you know that is not right, and that has to change. 

Number two, it has become a governmental function where the 
States have picked up the liability. And in the case of a typical 
State — Florida, for example, now has about $436 billion of ej^o- 
sure. The State of Florida has exposure in a State that has a $70 
billion general fund budget. So, imagine if they have the 4 storms 
that occurred in 2004, again, you would simply bankrupt the State. 
In my home State, $6 billion of exposure, $6 billion general oper- 
ating budget. 

And the private sector is going to come back and say, “Well, the 
private reinsurance is going to take care of that.” Quite frankly, if 
you look through that closely, you will find that most of these rein- 
surance policies come out of Bermuda. And the experience of the 
people of Mississippi, Louisiana, and Texas, after the last round of 
storms, was if we can’t get companies in Springfield, Illinois, and 
Hartford, Connecticut, to pay claims, how on earth do you expect 
people in Bermuda to pay those claims? 

So, the other thing that happens is — again, trying to look at this 
from the Federal responsibility — we paid that bill last time. When 
Steve mentioned — when the insurance companies didn’t pay — a 
typical homeowner’s policy says if your home is lost, if your home 
is in a way that you can’t live in it, they will pay to put you up, 
based on the value of that home. Well, when they totally deny your 
claim, as they did, then the Federal Government has to step in: $7 
billion, just for manufactured housing; $15 billion for housing 
grants; $7 billion of SBA loans; and about $3 billion just for trailers 
to put people up on a temporary basis that the Nation paid for, 
that the insurance companies should have paid for. 

So, Madam Chairwoman, I’m trying to live by your 5 minutes. 
You have been down there a number of times. But the fact of the 
matter is the present situation is unsustainable. The present situa- 
tion is now where a typical person trying to rebuild in coastal Mis- 
sissippi faces a bigger insurance premium for his wind coverage 
than his mortgage. And when you drive around south Mississippi 
today and see the thousands of driveways where there used to be 
a house and there is no longer a house, it’s pretty simple. They 
can’t afford to rebuild, because the insurance is so expensive be- 
cause of the situation that has occurred since Katrina. 

So, I would ask that you give serious consideration to this. I very 
much appreciate you having this hearing. And with your permis- 
sion, I have a much longer statement for the record. But I have 
been trying to live within the 5 minutes allotted, and apparently, 
I have done just that. 

[The prepared statement of Representative Taylor can be found 
on page 63 of the appendix.] 

Chairwoman Waters. Thank you very much. And I want to 
thank you for appearing before the subcommittee today. Without 
objection, your written statements will be made a part of the 
record. Without objection, it is so ordered. 

And I would now like to ask unanimous consent that Representa- 
tives Matsui, Scalise, and Taylor — and Representative Costello, if 
he shows up — be allowed to be considered members of the sub- 



7 


committee for the duration of the hearing. And please join us at the 
dais, if you would like. Thank you very much. 

Good afternoon, ladies and gentlemen. I would like to thank 
Ranking Member Capita and the other members of the Committee 
on Financial Services for joining me for today’s hearing on legisla- 
tive proposals to reform the National Flood Insurance Program. 

The Flood Insurance Program provides valuable protection for 
approximately 5.5 million homeowners. Unfortunately, the lack of 
a long-term authorization has placed the program at risk. The pro- 
gram has lapsed twice since the beginning of this year, for 2 days 
in March, and for 18 days in April. These lapses meant that FEMA 
was not able to write new policies, renew expiring policies, or in- 
crease coverage limits. 

This also meant that, each day, 1,400 home buyers who wanted 
to purchase homes located in floodplains were unable to close on 
their homes. Given the current crisis in the housing market, this 
instability in the Flood Insurance Program is hampering that mar- 
ket’s recovery, and must be addressed. 

I am also concerned about the impact of new flood maps on com- 
munities. I recently was able to assist homeowners in the Park 
Mesa Heights area of Los Angeles, who had been mistakenly placed 
in a flood zone. I am pleased that FEMA acted quickly to correct 
this mistake. However, there are thousands of homeowners nation- 
wide who now find themselves in floodplains, and subject to man- 
datory purchase requirements. 

The Flood Insurance Reform Priorities Act of 2010 would restore 
stability to the Flood Insurance Program by reauthorizing the pro- 
gram for 5 years. It would also address the impact of new flood 
maps by delaying the mandatory purchase requirement for 5 years, 
then phasing in actuarial rates for another 5 years. The bill also 
makes other improvements to the program by phasing in actuarial 
rates for pre-FIRM properties, raising maximum coverage limits, 
providing notice to renters about contents insurance, and estab- 
lishing a flood insurance advocate similar to the taxpayer advocate 
at the Internal Revenue Service. 

Today’s hearing will also examine H.R. 1264, the Multiple Peril 
Insurance Act of 2009. This legislation, authored by Mr. Taylor of 
Mississippi, would allow the Flood Insurance Program to provide 
optional wind coverage. Following Hurricane Katrina, many insur- 
ers refused to pay out claims for wind damage, and instead insisted 
that the damage was caused by flood, even when there was evi- 
dence to the contrary. The gentleman from Mississippi has per- 
sonal experience with this. By allowing homeowners to buy wind 
policies, H.R. 1264 would end this abuse of the Flood Insurance 
Program. 

I am eager to hear the testimony of our witnesses today, and I 
would now like to recognize our subcommittee’s ranking member to 
make her opening statement. Ms. Capita? 

Mrs. Capito. Thank you. Madam Chairwoman. And thank you 
for holding this important legislative hearing on the Flood Insur- 
ance Reform Priorities Act of 2010, and the Multiple Peril Insur- 
ance Act of 2009. I am looking forward to hearing the testimony 
of our witnesses today, including our colleagues who have brought 
their perspectives on the various issues related to flood and wind 
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storm risks in their communities, as well as their efforts to protect 
against those risks faced by many of their constituents at home. 

Floods are among the most frequent and costly natural disasters. 
And in recent years, storms that have caused flooding have been 
increasing in frequency and severity. Because private insurance 
against flooding is generally not available, more than 5 million 
property owners and 20,000 communities participate in the Na- 
tional Flood Insurance Program, NFIP. While the program con- 
tinues to provide protection and some measure of financial security 
for many homeowners and businesses, there are many serious chal- 
lenges to the financial viability in the years ahead that we must 
address. 

I would depart from my written statement and say this is almost 
like the never-ending story, because we keep extending for months, 
or a few more months, and here we need to seek a resolution to 
this. 

So, first and foremost, the NFIP carries a debt of more than $18 
billion, and has been placed on a list of high-risk government pro- 
grams by the Government Accountability Office for the past several 
years. The program continues to subsidize the premiums of more 
than one million policyholders, charging them significantly less 
than the full risk rate. 

Furthermore, the NFIP does not collect sufficient premiums to 
build up reserves for unexpected disasters, such as what we experi- 
enced during the 2005 hurricanes. 

I want to commend the chairwoman for proposing her legislation 
to advance reforms, many of which I believe are steps in the right 
direction toward improving the program. While the discussion draft 
does not address the NFIP’s debt, which weighs heavily on the pro- 
gram’s financial future, it does propose many good reforms that 
were included in legislation previously approved by this committee 
and the House. 

H.R. 1264, the Multiple Peril Insurance Act, is intended to pro- 
vide property owners with an option to purchase an insurance pol- 
icy from the NFIP that covers both flood and wind storm experts. 
Unlike flood insurance, industry experts maintain that wind storm 
insurance is generally available, either from private insurance car- 
riers or State-based residual market insurance pools. But as we 
have heard from the testimony of both of our congressional col- 
leagues, this has presented huge challenges when trying to make 
these programs work to the benefit of the many constituents that 
were influenced. 

I am concerned that FEMA may not be prepared to handle this 
additional responsibility, and that the taxpayers in general could 
be subjected to greater losses. Perhaps we can find another way to 
address the issue, or these issues that this measure seeks to ad- 
dress. As I have already stated, the NFIP has an $18 billion deficit, 
and I do have concern that adding wind storm coverage while it is 
struggling financially could be a recipe for a fiscal disaster. 

I look forward to working with Chairwoman Waters and other 
members of the committee, and my other colleagues, on this legis- 
lative initiative as we begin deliberation on this. 

Chairwoman Waters. Thank you very much. Mr. Green, for 5 
minutes. 
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Mr. Green. Thank you, Madam Chairwoman. Our colleague, Mr. 
Costello, has arrived. I will yield my time to him. 

Mr. Costello. I thank the chairwoman for recognizing me. Let 
me apologize. I was supposed to he with the Member panel, but I 
was chairing an aviation subcommittee down the hall. But I do ap- 
preciate the opportunity to address the subcommittee, and ask 
unanimous consent to place my full statement into the record. 

Chairwoman Waters. Yes, certainly, without objection. 

STATEMENT OF THE HONORABLE JERRY F. COSTELLO, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. Costello. Madam Chairwoman, for the past year, I have 
been working closely with a bipartisan working group of 40 Mem- 
bers, and established the Congressional Levee Caucus with Con- 
gressman Rodney Alexander, to discuss issues related to the FEMA 
map modification process. A common theme that ran through every 
one of our meetings was: one, the local jurisdictions need more time 
and more accurate information to address the impact of the new 
flood maps; and two, the burden of mandatory flood insurance for 
individuals and communities would be too much to bear during this 
economic downturn. 

The bill introduced yesterday by Chairwoman Waters addresses 
both of those concerns, and builds on legislation that I introduced 
last year, H.R. 3415. The solution crafted in this legislation will 
help a broad range of member congressional districts and commu- 
nities across the country. Under Chairwoman Waters’ proposal, 
new flood insurance rate maps will take effect on schedule, to en- 
sure that communities and homeowners have full information 
about the risk. 

However, the mandatory flood insurance requirements will not 
take effect for 5 years in newly mapped areas, and mandatory in- 
surance rates will be phased in over the subsequent 5 years. 

I strongly support these provisions, as it will provide an incentive 
for communities to take quick action to fix levees or complete other 
work to mitigate flood risk. Prior to and during the delay and 
phase-in of rates, homeowners will be encouraged to voluntarily 
buy flood insurance and provided information about flood risk, the 
availability of flood insurance, and the potential consequences of 
the failure to purchase insurance. To qualify for this delayed and 
phased-in, local communities must develop a communication and 
evacuation plan to educate the community about flood risk, which 
are two provisions I included in our legislation, my bill, H.R. 3415. 

Allowing the flood insurance maps to take effect will achieve 
FEMA’s goal of communicating flood risk to the community, and 
ensuring homeowners will have complete information. With the 
delay in the onset of mandatory insurance, homeowners will be 
able to prepare for the high cost of insurance when the new flood 
maps take effect. 

I am an original cosponsor of Chairwoman Waters’ bill, and I be- 
lieve it will achieve the goals that I have stated all along: provide 
local communities incentives to rebuild their levees; protect home- 
owners from the high cost of mandatory insurance; and effectively 
communicate the risk associated with living in a floodplain. 
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Again, I thank Chairwoman Waters, Chairman Frank, Ranking 
Member Capito, and Ranking Member Bachus, and the staff of the 
Financial Services Committee for working with me on these impor- 
tant issues. And I look forward to seeing the legislation marked up 
and brought to the Floor for passage. 

I thank the Chair for giving me this time, and I look forward to 
continuing to work with you on these important issues. 

[The prepared statement of Representative Costello can be found 
on page 43 of the appendix.] 

Chairwoman Waters. Are there any other opening statements 
from this side of the aisle, Ms. Capito? If not, we will move toward 
having our second panel make their presentations: the Honorable 
Craig Fugate, Administrator, Federal Emergency Management 
Agency; and Ms. Orice Williams Brown, Director, Financial Mar- 
kets and Community Investment, U.S. Government Accountability 
Office. 

I am pleased to welcome our second panel. And without objec- 
tion, your written statements will be made a part of the record. 
You will now be recognized for a 5-minute summary of your testi- 
mony. Mr. Fugate? 

STATEMENT OF THE HONORABLE CRAIG FUGATE, ADMINIS- 
TRATOR, FEDERAL EMERGENCY MANAGEMENT AGENCY, DE- 
PARTMENT OF HOMELAND SECURITY 

Mr. Fugate. Thank you. Madam Chairwoman, Ranking Member 
Capito, and distinguished members of the subcommittee. I am 
pleased to be here today to discuss reauthorization of the National 
Flood Insurance Program. Since I have been at FEMA for the last 
11 months, I think one of our great challenges, as you pointed out, 
is the short-term reauthorizations and the gaps that occur, and the 
impacts, as people try to buy homes and provide insurance for their 
purchases. 

It is important that we understand what the original intent of 
the Elood Insurance Program was. It’s to protect communities 
against flood. It’s to provide affordable flood insurance. And it’s to 
reduce the financial burden on the Eederal Government in pro- 
viding that. 

That program is pretty straightforward, but the implementation 
is quite difficult. And as the discussion goes in many of my con- 
versations with the Members here, as well as your colleagues in 
the Senate, we do not have a lot of flexibility to address unique 
challenges as we move forward. And so, we appreciate the work 
being done in looking at what kind of flexibility could be provided 
to EEMA, and trying to address some of these needs. 

But it comes with a cost. As was pointed out, we have an existing 
debt over $18 billion. But I also think it’s important to talk about 
what the potential exposure is. Recently, the Miami Herald ran an 
article about what would happen if a major hurricane hit south 
Elorida, and what kind of exposure would occur, just from flood 
damages and storm surge. In a major category 5 hurricane, it 
would be up in the almost $60 billion range. But what was really 
disturbing was, even in a category 1 hurricane, over $20 billion 
worth of damage would be flood-related. There are not $20 billion 
worth of flood insurance policies in effect in south Elorida. 
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So, again, the potential loss, versus what the program has in- 
sured, does not always match up. But it does illustrate the large 
exposure with the Flood Insurance Program against these events. 

This also goes back to the mandatory purchasing, in that the 
only people who are required to buy flood insurance are those at 
the highest risk — within a 1 percent or greater risk of a flood. We 
know that over 40 percent of the flood damages occur outside of 
that, yet less than 1 percent of those homeowners have flood insur- 
ance. 

So, you’re trying to maintain a program to protect homeowners 
and provide a reasonable cost for this program, yet the only re- 
quirement to purchase it is at the highest risk. It would be as, 
again, a pre-existing condition is the only people who are required 
to be in this program, yet we’re trying to be actuarially sound. It 
creates a lot of challenges as we go forward, and we continue to 
map. 

The steps we can take to ease this burden, I think, are again, 
as we do new maps and we do change rate designations, I think 
it’s important we look at existing homeowners and provide grad- 
uating scale for increases. I very much support giving us the flexi- 
bility to recognize that when levees are being improved but did not 
require or involve Federal dollars, that we give them the same rec- 
ognition as we do as those with Federal dollars, and then recognize 
that work should defer and provide extended periods for imple- 
menting any changes. There shouldn’t be a distinction between 
Federal and local and State dollars if the work is being done to pro- 
tect the community, and we very much support that. 

We know that there will be many challenges as we go forward, 
and we continue to pledge to work with the committee on all the 
policy recommendations from FEMA. But our challenges are 
daunting. As was pointed out, about 25 percent of the policies in 
effect are below actuarially sound rates, which means that we are 
not collecting enough money to cover that exposure. We have the 
existing balance of about $18.8 billion we owe, which we do not 
have any real ability to pay down. We currently pay about $100 
million in interest back to the Treasury. 

So, we have that debt, plus the exposure, plus the fact that we 
have policies that are actuarially below what the cost would be to 
service those policies. 

And again, we’re reminded that this program is necessary to pro- 
tect homeowners and protect their mortgages. And when there are 
lapses in the programs, we literally stop home sales in these areas. 

We, again, support a longer extension. We continue to work on 
this. Americans depend upon this program. Where we have good 
flood insurance programs, and people do participate, it does reduce 
the cost to the taxpayer. We look forward to working with this sub- 
committee and Congress as we go forward, and I will be happy to 
answer any questions that the committee may have. Madam Chair- 
woman. 

[The prepared statement of Administrator Fugate can be found 
on page 119 of the appendix.] 

Chairwoman Waters. Thank you very much. 

Ms. Brown? 
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STATEMENT OF ORICE WILLIAMS BROWN, DIRECTOR, FINAN- 
CIAL MARKETS AND COMMUNITY INVESTMENT, U.S. GOV- 
ERNMENT ACCOUNTABILITY OFFICE 

Ms. Brown. Good afternoon, Madam Chairwoman, Ranking 
Member Capita, and members of the subcommittee. I appreciate 
the opportunity to participate in today’s conversation concerning 
the condition of the National Flood Insurance Program, and options 
to reform it. 

As you know, GAO placed NFIP on its high-risk list in March 
2006, after the 2005 hurricane season exposed the potential mag- 
nitude of long-standing structural issues on the financial solvency 
of the program, and brought to the forefront a variety of oper- 
ational and management challenges. FEMA continues to owe the 
U.S. Treasury $18.8 billion in losses and interest expenses, which 
it is unlikely to be able to repay under the program’s current de- 
sign. 

My statement today is based on GAO’s past and ongoing work, 
and focuses on NFIP’s financial condition, its operational and man- 
agement challenges, and possible actions that could be taken to ad- 
dress them. 

While the structural issues were well known, the management 
challenges have become more evident in the past several years. We 
have made recommendations addressing virtually every aspect of 
the program. 

For example, we have recommended that FEMA take action to 
improve NEIP’s management of data quality, the rate setting proc- 
ess, oversight of the insurers that sell flood insurance, the expense 
reimbursement process, its contractor oversight, and its claims 
processes. While preliminary results of our ongoing review of 
EEMA’s management reveal that many of these problems are ongo- 
ing, for the first time we are encouraged by EEMA’s new tone, be- 
ginning with its acknowledgment that it faces a number of chal- 
lenges and is willing to engage in a dialogue with GAO about them. 

While acknowledgment of a problem is an important first step, 
we also expect to see EEMA take actions necessary to meaningfully 
address these challenges. We are currently engaged in a com- 
prehensive review of NFIP that builds on our past work, and plan 
to issue a report later this year. We hope that this report will pro- 
vide a road map for identifying root causes and addressing many 
of these outstanding issues. 

However, we also recognize that many of the challenges facing 
the program will require congressional action. Moreover, we under- 
stand that this is no small issue, given the complexities of the pro- 
gram and the often competing public policy goals, including having 
rates accurately reflect risk, encouraging participation, and lim- 
iting costs to the taxpayer. 

For example, many premium rates for properties are subsidized 
by law, and rate increases are capped for a number of reasons, in- 
cluding offsetting the cost of catastrophe relief These decisions in- 
volve trade-offs that have to be balanced with the goals of NFIP. 
Specifically, while mitigation is viewed as vital to limiting the gov- 
ernment’s exposure, charging rates that do not reflect risk may 
hamper mitigation efforts by encouraging property owners to build 
in harm’s way, and not adequately mitigating. 
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Moreover, the current NFIP structure increases the likelihood 
that the program will have to borrow from Treasury when losses 
exceed premiums collected, thereby exposing the taxpayer to great- 
er financial risk. 

Part of this conversation must include a dialogue about the ap- 
propriate role of government in paying for losses for natural catas- 
trophes, which, in 90 percent of the cases, include flooding. The 
other part deals with who should pay for the losses. That is. Con- 
gress must decide how much of the cost associated with flooding 
the government should pay, versus property owners. 

In closing, I would like to note that while the $18.8 billion that 
NFIP owes Treasury may not seem large by today’s standards, it 
is significant compared to NFIP’s annual premium revenue, which 
was $3.2 billion as of February. This debt may also continue to 
grow unless Congress and FEMA take action to begin to address 
some of the program’s operational and structural issues. 

Finally, one option to maintain subsidies but improve the finan- 
cial stability of NFIP would be to rate all policies at the full risk 
rate, and to appropriate the subsidized amount to the program. 
This structural change would remove the financial burden on NFIP 
by making the subsidy explicit, and make the actual flood risk 
more transparent to the property owner. 

Thank you. And I am prepared to answer any questions that you 
may have. 

[The prepared statement of Ms. Williams Brown can be found on 
page 74 of the appendix.] 

Chairwoman Waters. Thank you very much. I will recognize my- 
self for 5 minutes. 

The map modernization process has caused a lot of concerns for 
Members and the communities they represent. What kinds of out- 
reach is FEMA doing to communities to make them aware of this 
process, and to alert them to the possibility of mandatory purchase 
of flood insurance? 

Mr. Eugate. Madam Chairwoman, the process is, when we go to 
begin map modernization, we work with the community and begin 
the work of preliminary data, preliminary map findings. There is 
an appeal process. 

But one of the things that has been pointed out to me by various 
members at times is the communication with the public has not al- 
ways been as strong, particularly when we’re looking at what 
would be considered for many people in the public an adverse find- 
ing, in that we increase the area in the special high risk which 
would require mandatory purchasing. 

So, again, as we go through this process, there are numerous 
steps to go through for communities to appeal. But we know that 
we have to continue to work on the outreach, and communicate to 
the public what these potential changes may mean, as far as man- 
datory requirements. 

As you point out, about 60 percent of the mapping is done. About 
80 percent of the total maps are in a point where we will be accom- 
plishing that in the next fiscal year. And about 20 percent remains 
to be done. Just off the top, about 7 percent of the new maps in- 
crease the risk of designation for high risk. About 1 percent drop 
out. 
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And so, again, it’s that communication, where 7 percent of the 
findings may increase the risk, that communication early, and ex- 
plaining to people why it’s important to have flood insurance, par- 
ticularly as those changes occur. 

Chairwoman Waters. Can you explain to me the role that cities 
and counties play in this remapping? When we had the problem in 
Los Angeles, we discovered that there had been some notification 
to the City — they had done nothing — and that there was old map- 
ping that had been done in cooperation with the county that you 
were still using as a basis for your information. How does that all 
work? 

Mr. Fugate. It works based upon each city, each county is indi- 
vidual, as we try to work and identify who is the authority within 
that community responsible for mapping. Sometimes it’s in public 
works, sometimes it’s in community planning. 

And again, as you found out in that situation, we had overlap- 
ping mapping being done, but not necessarily by the jurisdiction we 
initially talked to. 

So, again, what we have found is we have to do multiple out- 
reach, and try to understand how mapping is being done, how it’s 
going to be implemented, and the jurisdictions that would have au- 
thority, whether it be a city, a county, or, in some cases, a water 
management district, or other flood control boards, such as a levee 
board or levee authority that may have some piece of that we have 
to work with. 

Chairwoman Waters. Thank you very much. Ms. Brown, in your 
testimony, you note that severe repetitive loss properties make up 
1 percent of all flood insurance policies, but are responsible for up 
to 30 percent of all claims. What action should FEMA take to re- 
duce the claim rates of these properties? 

Ms. Brown. GAO has looked at this issue over the years, and we 
believe that many of the current actions need to be ongoing. And 
there are also some structural changes that need to be made 
around definition. 

There are many challenges, in terms of forcing these particular 
homeowners to mitigate the properties. And there is also a dialogue 
that needs to take place between the program and local officials. 
We believe this is an area where a common definition would be 
helpful, in terms of defining what a significant event is, and when 
the particular issue of a repetitive loss is triggered, and what ac- 
tions homeowners would have to take. 

We found examples where homeowners were able to ignore let- 
ters from FEMA and the NEIP involving losses on their property. 
And by not responding to an offer involving mitigation, they were 
able to avoid being forced to take any type of action. 

Chairwoman Waters. I see. Thank you very much. Ms. Capito? 

Mrs. Capito. Thank you. I would like to ask the Administrator, 
in your comments, and also in Ms. Brown’s comments, you both 
said that the rates that are being charged to the NEIP do not re- 
flect the risk, and they’re underpriced. What kind of action items 
do you have to solve this issue at the present time? 

Mr. Eugate. Not many. Part of our challenge with the Elood In- 
surance Program is how it’s structured, and how we were required 
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to provide insurance, and the rates we’re allowed to charge. And 
that does — 

Mrs. Capito. Is that statutory? 

Mr. Fugate. It’s both statutory and rule. And — 

Mrs. Capito. And — oh, rule, okay. 

Mr. Fugate. And again, what we have found ourselves facing is, 
in trying to phase in or do some of the things that are actually 
being recommended, we would continue to subsidize that risk, and 
that risk may actually grow. 

I think it’s the intention of how do we minimize impact to exist- 
ing homes, and phase in improvements or buy-outs, but deal with 
new construction. And so, this is a kind of a bind for us, in trying 
to minimize the fiscal impact to homeowners to have to buy flood 
insurance, but charge a rate that is sound enough to be able to 
keep the program whole. 

When you bring in, basically, $3.2 billion a year, as long as you 
don’t have any floods, you’re doing well. But one or two large-scale 
flood events far exceed the carrying capacity of that program. And 
so, again, with those that are subsidized — and that may be a good 
decision to be subsidized, but it’s being subsidized at the rate paid, 
not at the overall program level. 

And so, one of the recommendations of the Government Account- 
ability Office is to have that specifically authorized by Congress, 
and to pay that differential so that we can at least maintain where 
we’re at with our current exposure, and begin to start paying down 
some of our — 

Mrs. Capito. So would that require a further appropriation to be 
able to subsidize? Is that — 

Mr. Fugate. It would, but it would then allow us to start paying 
back down some of our debt. As we are structured right now, we 
really cannot pay down the $18.8 billion. We have no real prospects 
of paying it down. And, as was pointed out, any time we have flood 
disasters that exceed our intake for the annual premiums, that 
number grows. And our interest payments then back to the Treas- 
ury grow, because we’re not structured to actually adjust our rates 
high enough to take that into account. 

Mrs. Capito. So the reason that you can’t price for risk is be- 
cause statutorily and through rule, you don’t feel that you have the 
ability to do that? Is it a combination of — that the policy purchaser 
can’t afford that? Is it all of the above? 

Mr. Fugate. I believe it’s all of the above. I will ask my staff, 
and I will get you a detailed report back on why these are sub- 
sidized, and how it’s done. But again, if you listen to the questions 
that we get asked a lot of times, if we find that the risk has in- 
creased, we will challenge the maps. But if there is no challenge 
to the map, then we look at what is the impact to homeowners who 
now have, as pointed out, escrow billing of up to $100 a month, 
$1,200 a year that they weren’t expecting, and how do we phase 
that in? 

Well, that, in turn, will subsidize that risk until, at some point, 
we either have a rate being charged that is actually based, and we 
phase that in over 5 years — but in that phase-in, it’s under the risk 
that the exposure is being paid for. 
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Mrs. Capito. Well then, if we’re going to, under the multi-peril 
bill, which would add wind as a peril under the NFIP, do you an- 
ticipate that you would be able to adequately price that for the 
risk? And can this program sustain another large — what I would 
anticipate could be large; we really don’t know, I don’t think — 
added burden without further appropriation? 

Mr. Fugate. It is a key concern to us. And in meeting with Con- 
gressman Taylor, we have discussed this issue. 

I, coming from Florida, recognize very clearly some of the chal- 
lenges we have when we have perils that are written separately, 
and then trying to figure out how to adjudicate who pays. But that 
issue of how do we maintain and be able to run this program, and 
make it actuarially sound is a question we don’t have a comfort 
with yet. 

Mrs. Capito. Well, one of the concerns you just mentioned, that 
it would take further appropriations to reach the proper subsidies 
to be able to get the rates to match the risk, or for you to pour 
down — to pay down the debt that you have to the Treasury. But 
basically, you would just be taking from the Treasury to pay down 
the debt to the Treasury. That has a kind of false ring to it, I 
think, in my mind. 

And I guess, to me, adding another peril — while I understand the 
gentleman — we kind of went back and forth on this on the Floor 
of the House with Mr. Taylor and I when this was on the Floor the 
other day — or last year. I understand this, but I do have concerns 
of the long-term viability of the NFIP to be able to take on this 
added burden at a time when you’re really falling behind daily, 
as — if what I’m hearing from both of you is the correct analysis. 

And with that, I will yield back the time that I do not have any 
longer. 

[laughter] 

Chairwoman Waters. Thank you very much. Mr. Green? 

Mr. Green. Thank you. Madam Chairwoman. I have a few ques- 
tions for the record. The first question is, is it true that when we 
have flood damage, we also sometimes will have wind damage? I 
know the answer is yes, but I would just like to have you — 

Mr. Fugate. Absolutely. 

Mr. Green. And is it true that an insurance company will send 
out an agent to assess the damages? 

Mr. Fugate. That is true. 

Mr. Green. And is it true that this agent will literally be em- 
ployed by the insurance company, not the Federal Government? 

Mr. Fugate. That is true. 

Mr. Green. And employed by the insurance company for edifi- 
cation purposes — I know that everybody knows this — but it means 
that this person receives an emolument from the insurance com- 
pany, something that we commonly call a paycheck. True? 

Mr. Fugate. That is true. 

Mr. Green. And receiving this paycheck from the insurance com- 
pany in no way influences the judgment of this person who comes 
out to assess the damages. Is this true? 

Mr. Fugate. That is the intention of the program. 

Mr. Green. I understand the intention of the program. And, be- 
lieve me, I understand that was a difficult question. I understand. 
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But the point that I would like to get to is this: We have some- 
thing known as de facto subsidies. De facto subsidies, with ref- 
erence to this circumstance, occur when the insurance company is 
in the unique position of deciding whether it should pay, or decid- 
ing whether the government should pay. And, in so doing, every 
time the insurance company can roll the dice and get the govern- 
ment to pay, it gets a subsidy — not a subsidy in law, but a subsidy 
in fact. 

So, there is really an inducement for insurance companies to 
want to have wind coverage in areas where you are going to have 
flood damages, where you’re going to have hurricanes. Because, 
when they can get that coverage — if the system remains as it is — 
there is a possibility that they will have a chance to roll the dice 
and make a decision as to whether it is going to be flood or it is 
going to be wind. 

You don’t have to agree with that, but my point to you is this. 
If we do not change that system, is it possible that the Federal 
Government is subsidizing some insurance companies by way of al- 
lowing the agent to determine the damages? Not in every case, not 
in any percentage of cases. But in some cases, the insurance com- 
panies do win, in the sense that they are in a position to deny li- 
ability, to deny coverage. And at some point, if you don’t get a court 
involved, that decision stands. Is this true? 

Mr. Fugate. I could not affirm that at all. What I do — 

Mr. Green. Well, let me just ask you this, then. Okay, I — excuse 
me. Let me ask this question quickly. If the insurance company de- 
nies liability, and if the owner does nothing more, does the insur- 
ance company’s judgment stand? 

Mr. Fugate. The adjustor’s decision would stand, unless it was 
appealed. 

Mr. Green. Okay. Let’s assume that it is not appealed. The ad- 
justor makes a decision in favor of the insurance company. True? 
That does happen, right? 

Mr. Fugate. The adjustor would determine if it was a flood or 
a wind impact, and would then — 

Mr. Green. The adjustor decides that it is, in fact, flood and not 
wind. And you have the possibility of it being both. At that point, 
the insurance company does not have to pay any claim on that 
property with that decision. True? 

Mr. Fugate. It would depend on the policy. 

Mr. Green. The policy will allow a payment when the adjustor 
says that it was water? 

Mr. Fugate. I don’t know if you can state — and I would not have 
this experience — state categorically that an adjustor found that it 
was only flood and not wind. They may find that it is partial wind 
and — 

Mr. Green. No, no, no. I am asking you — take as a fact that we 
have an adjustor who says it’s flood, not wind. What then happens? 

Mr. Fugate. The flood insurance policy, if they have one, would 
then pay. 

Mr. Green. All right. And the person, then, goes to court and 
wins the lawsuit. That means that the adjustor was wrong. Cor- 
rect? If you go to court and win; this is not difficult, now. 

Mr. Fugate. That means the judge has made a ruling. 



18 


Mr. Green. Okay. Well, I’m taking it as a fact now that the 
judge has ruled that it was wind and not water. Does not the 
claimant win, then, the person who filed the lawsuit? 

Mr. Fugate. Hopefully, they will receive additional insurance 
dollars from their wind to help rebuild their home. 

Mr. Green. Exactly. And that happens, doesn’t it? 

Mr. Fugate. It has happened in my State, where lawsuits were 
filed against both wind and flood — 

Mr. Green. And the point is this: If those persons don’t have the 
resources to go to court, to do legal combat with the insurance com- 
pany, they are just out of luck. 

My point is, we can’t allow that kind of de facto subsidy to con- 
tinue. And I will yield back. Madam Chairwoman. 

Chairwoman Waters. Thank you very much. Mr. Merchant? 

Mr. Marchant. Thank you. Madam Chairwoman. If the bill, as 
drafted, is passed and becomes law, will the homeowner have wind 
coverage with his homeowner’s insurance, as well as wind coverage 
with the new program? 

Mr. Fugate. I do not know. 

Ms. Brown. It would depend on the homeowner’s policy. GAO 
did a review a couple of years ago, looking at this issue. And one 
of the issues we raised is, would the private insurance market con- 
tinue to offer wind. And if they do, you may have a situation that 
it would be covered in the private market, as part of the home- 
owner’s policy, as well as a combination wind/flood policy. 

Mr. Marchant. Which would present a whole different set of 
problems. 

Ms. Brown. Possibly. 

Mr. Marchant. And that would be of deciding which party was 
then going to actually pay. 

But if the Federal Flood Insurance Program covers the wind 
damage, then theoretically, if it’s mandatory, the homeowner 
should be able to drop the wind damage on the residence. 

Ms. Brown. That would be a choice. 

Mr. Marchant. Yes, and — 

Ms. Brown. That’s an option. 

Mr. Marchant. In theory, and only in theory, the premium will 
then go down for the homeowner. 

Ms. Brown. Correct. 

Mr. Marchant. It could do that. So, the question of whether 
these properties will be double-covered, or whether the private 
market will completely withdraw wind coverage from its coverage — 
we had a similar thing happen in Texas on foundation coverage, 
where at some point the insurance companies said, “We’re not 
going to cover foundations anymore.” 

Ms. Brown. Well, the other issue that we raised in looking at 
this, if this structure were in place, and we maintained the WYO 
structure with the private sector selling the combined wind/flood 
coverage, it presents an opportunity for adverse selection, in that 
the insurance companies could choose to continue to offer wind to 
their lower-risk customers, and not offer wind coverage for higher- 
risk customers, which means that the highest-risk homeowners 
would migrate to the combined program. 
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Mr. Marchant. But if you had a situation where the home- 
owner’s policy actually went down in cost, then the savings could 
he absorbed in a higher premium on the flood insurance. And then 
the program would not have to run in the hole as much. You could 
recoup some of the actual cost of the flood insurance. 

Is it your opinion the bill is drafted that way, or is this still a 
question mark, as — 

Ms. Brown. I think part of this really will depend on how the 
private insurance market reacts to — if this were to become law, 
would they continue to offer the coverage in particular areas? So 
it really depends. 

Mr. Marchant. Yes. For the Administrator, you testified that in 
the new mapping, there will be approximately 7 percent of area 
added to what would be the mandatory area? 

Mr. Fugate. That has been our finding, so far, sir. 

Mr. Marchant. And 1 percent deducted. So you’re going to have 
a net 6 percent added. 

So, is there any reason to believe that with that increased 6 per- 
cent, you’re going to have a huge increase in the number of prop- 
erties that are going to have to have mandatory flood insurance 
when they go to closing on their house? 

And in this case, does that translate into a program that is — be- 
comes more solvent, and is able to pay its debt off, or does it make 
for a program that is going to create even more losses and even 
more debt? 

Mr. Fugate. The simple math would suggest, absent floods, we 
will have more revenue coming in. The reality is, you are basing 
it upon a 1 percent per annum risk, which means that these people 
are most likely to flood. And you are trying to then be actuarially 
sound by only the requirement that the policies be written at the 
highest risk. 

So, you may see some short-term increase in funding. But the 
long-term exposure is actually greater. What the maps are doing, 
in many cases, is just more accurately depicting what that risk 
was. But again, because you are only requiring people to purchase 
flood insurance at the highest risk, that pool, even if it grows, does 
not offset the exposure. In fact, the exposure increases, even 
though without floods, it would give the appearance of increased 
revenue streams that may give some opportunity to pay down ex- 
isting debt. 

Mr. Marchant. Thank you. 

Chairwoman Waters. Mr. Taylor? 

Mr. Taylor. I thank the gentlewoman. And to the gentleman’s 
point, the Administrator said that the flood insurance lost $18.8 
billion the year of Katrina. What he didn’t tell you is that the Na- 
tion lost an additional $34.5 billion, because the private sector 
didn’t pay their claims. Now, that was: $4.2 billion in FEMA hous- 
ing-assisted payments; $7.1 billion in FEMA manufactured hous- 
ing; HUD CDBG housing grants to the tune of $15.4 billion; and 
SBA disaster loans for $7.6 billion. 

So, again, they keep looking at what the flood insurance lost. But 
because the private sector did not pay their fair share — the same 
reason that the insurance industry had $44 billion in net profits in 
2005 — our Nation lost $53 billion to Katrina. We are trying to keep 
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that from happening again. We are trying to get those people who 
live in the high-risk areas to purchase a policy that will cover all 
these costs, so that we don’t have to pay it again. 

To that point, Mr. Fugate — and I’m sure you have had some time 
to look into this — ^you know that our agreement with the insurance 
industry lets them sell the policy, and they get a commission for 
that. We also pay them to adjust the claim. They get a paycheck 
for adjusting the claim. Our contract with the insurance industry 
says that they will do a fair adjustment of the claim. If it’s 60 per- 
cent water and 40 percent wind, they pay 40 percent, and the Na- 
tion pays 60 percent through the Flood Insurance Program. 

Unfortunately, testimony before the Mississippi Supreme Court 
by an attorney for the Nationwide Insurance Company — and I’m 
sure they hired the best to go before the Supreme Court of Mis- 
sissippi — let’s hear this. Justice Pierce — and this is a quote — “I am 
giving you the example. If 95 percent of a home is destroyed by 
wind, the flood comes in and gets the other 5 percent, and you 
know that, does your interpretation of the word ‘sequence’ — now 
he’s talking to the attorney for Nationwide Insurance Company — 
mean that you pay 0?” 

Mr. Landau, representing Nationwide Insurance Company, in 
testimony before the Mississippi Supreme Court, said, “Yes, your 
honor. They pay zero.” 

Now, going back to your job — you run the Federal Flood Insur- 
ance Program. You have testimony before the Mississippi Supreme 
Court where Nationwide Insurance Company’s paid representative 
says in a circumstance where they should have been paying 95 per- 
cent of that bill, they pay 0, and stuck the Federal taxpayer with 
100 percent of the bill. 

What have you done to look into this? Because their contract 
with America says they have to have a fair adjustment of the 
claim. And to the gentleman’s point, I am not an advocate of bigger 
government, except at times when government can do better than 
it’s doing right now. And this is one of those times. 

So, to that point, how many fraudulent claims has the National 
Flood Insurance Program looked into? Because I can’t think of an- 
other single instance, Mr. Fugate — and you correct me — where 
someone can send an unlimited number of bills to the Federal Gov- 
ernment for up to $350,000, and no one takes the time to see if it’s 
a valid claim. And you have on record where that company admit- 
ted that if 95 percent of that burden was theirs, they pay nothing 
if the last 5 percent was done by the flood. 

What have you done about this? Because I am just telling you, 
I am amazed at this Administration’s reluctance to do something. 
Because doing nothing is to repeat this $53 billion mistake. 

Mr. Fugate. Congressman Taylor, to be specific, a lot of this is 
from Government Accountability Office recommendations we’re im- 
plementing. But to the very point of what you are articulating, 
which is, how do you reconcile dual peril, written by two different 
individuals who have a conflict of interest, yet we’re contracting 
with the insurance company to adjudicate, I actually have insur- 
ance companies come to us, asking to withdraw from the program. 
And we are currently looking at how would we provide claims ad- 
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justors on the Federal dollars to do what we currently pay insur- 
ance companies. 

So, not only is this an issue that we know internally that we 
have to face, there are large insurance companies that are ques- 
tioning why they want to continue this for this very reason, that 
it puts them in an untenable situation, where it questions their in- 
tegrity when they’re trying to reconcile how much was flood and 
how much was wind. 

Mr. Taylor. Well, Mr. Fugate, again, what changes are you rec- 
ommending so that this conflict of interest doesn’t happen? 

And, by the way, how many cases have you looked into where 
there obviously had to be fraud if they’re admitting before the Mis- 
sissippi Supreme Court that they are liable for 95 percent of the 
bill, but if there is 5 percent of damage caused by flooding, they 
are not paying anything, which means the Federal Flood Insurance 
Program and FEMA picked up the bill for all these additional ex- 
penses? 

Mr. Fugate. Congressman, I — 

Mr. Taylor. Has it been — have you looked into one case? 

Mr. Fugate. Personally? I have not, sir. 

Mr. Taylor. Has your Agency looked into one case? 

Mr. Fugate. I will need to respond for the record, so I can have 
the accurate information for that. 

Mr. Taylor. Well, could you give me a guesstimate as to how 
many cases you have looked into? 

Mr. Fugate. No, Congressman, I cannot give you an estimate. 

Mr. Taylor. You can’t guess 1, 10, 20? 

Mr. Fugate. No, sir. 

Mr. Taylor. A $53 billion bill, and nobody is looking to see if we 
should have paid it? 

Mr. Fugate. Again, to be accurate, I — 

Mr. Taylor. Thank you. Madam Chairwoman. 

Mr. Fugate. — on the record. 

Chairwoman Waters. Thank you very much. We have 10 min- 
utes left. We have to go up and take three votes. We’re going to 
hear from Mr. Scalise, then we are going to recess and come back 
and hear from the third panel. 

Thank you. Mr. Scalise? 

Mr. Scalise. Thank you. Chairwoman Waters. Administrator 
Fugate, I know we have worked on a lot of different hurricane re- 
covery issues. We still have to work on some issues regarding the 
CDL loan forgiveness rules, but that’s another issue for another 
day. 

Regarding this, and kind of following up on Congressman Taylor 
and other Members’ questions, regarding the actuarial soundness 
of the program, I agree that the $18.8 billion is a problem that has 
to be addressed, but it’s a problem that was not caused and has 
no relation to the issue that Congressman Taylor and my bill ad- 
dresses, and that is bringing the wind into the Flood Insurance 
Program. And, in fact, what I want to talk to you about is it’s my 
feeling that the bill that we have would actually help solve the ac- 
tuarial soundness of the program. 

And, in fact, if you look at the CBO report on our bill, it confirms 
that it would be actuarially sound, and it would pay for itself But 
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what it would also do is I think it would address the heart of this 
problem that we’re having right now, and that so many home- 
owners had, and that is the debate between wind versus flood. 

It was such a frustration for so many of my constituents who 
bought a policy for — their homeowner’s policy, it covered fire and 
theft, but it covered wind. And then they also paid for their flood 
insurance policy. And so they paid both, and then they got both. 
They got wind and flood damage. And yet, neither policy was going 
to pay, because each was pointing the finger at somebody else. And 
in many cases, you might have had somebody who lost their whole 
roof So, clearly, there was going to be some wind damage. But the 
homeowner’s policy was saying, “We’re just pointing to the Flood 
Insurance Program. Make them pay.” 

And so, what happens is your program, NFIP, can only charge 
premiums right now, based on flood risk. And so you, by law, can 
only charge premiums for flood. But, in fact, you are paying claims 
for flood and for wind. You are paying for both, but you are only 
charging premiums for one. So you can’t be actuarially sound under 
your current rules. 

And, in fact, our bill would help fix that problem, because you 
eliminate the debate. No longer do you have two different people 
with, as the Government Accountability Office had suggested — two 
different people who have conflicts of interest. Because it’s in the 
best interest of the insurance company to say, “Hey, if we can get 
NFIP to pay it, that’s money we save.” 

Well, if you combine them into a multi-peril policy, now you are 
basing your premium on the combined risk, and you don’t have this 
concurrent causation question any more. Because if it’s caused by 
wind or by flood, it’s all under one roof. It’s all one policy and they 
are paying you that premium. And then, when you pay the claim, 
you are paying the claim, it doesn’t matter whether it was wind or 
flood at that point. You are paying the claim because you charged 
the premium based on an actuarially sound matter to cover both. 

But right now, under the current rules, you are paying claims for 
both, but you are only charging premiums for one. So I can see why 
you’re in an actuarially unsound basis. Because for various rea- 
sons — and I hope you look into — the conversation between you and 
Congressman Taylor — and a lot of this happened before you got 
here — ^but clearly, the NFIP was paying claims for things that they 
had no business paying for. Because just through — and GAO gets 
into this, and they actually point out how there were those con- 
flicts, and how the various insurance companies that chose to do 
this just said, “For everything we can dump onto the flood pro- 
gram, we will make them pay,” because they will. 

And, unfortunately, you all held up your end of the bargain and 
you paid claims, but there were so many people who were waiting 
and had to go to court, take their insurance company to court to 
make them pay for the wind damage that was done, even though 
they paid on the policy. 

And the other thing that this policy has is it has loss of use. The 
policy in our bill, it has a loss of use program. So what it also does 
is addresses the problem of those FEMA trailers for so many people 
who had to wait maybe 2 years, and maybe they finally got paid 
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for their insurance claims, but they had to wait 2 years and they 
were living in a FEMA trailer, because they had no means to live. 

And so, with a loss of use component that is also actuarially 
sound, now that will also be paid for not through your separate 
program that the FEMA trailer has dealt with, but also through 
their actuarially sound multi-peril claim. 

So, I just wanted to talk about all that. Because I think as you 
are looking at how it affects your program, I think it helps the ac- 
tuarial soundness of the Flood Insurance Program by combining 
the perils, so you don’t have to pay for somebody else’s damage. 

Mr. Fugate. That has a lot of interesting points. However, the 
reason I am 25 percent below has nothing to do with that. And 
there may be some degree, but I can’t quantify that. The reason I 
am 25 percent below actuarial rate is when Congress reauthorized 
a Flood Insurance Program in 1994, they limited the annual in- 
crease to 10 percent per annum. So I cannot — if you remap and you 
find areas at higher risk, I can only move up a certain amount. 
And so that leaves me not able to be actuarially sound, because I 
am capped at a 10 percent increase in the program. 

Mr. ScALiSE. Yes, but that’s on flood. This — 

Mr. Fugate. That would — 

Mr. ScALiSE. The wind program is a totally separate program, 
and requires actuarial soundness. 

Mr. Fugate. I am — 

Mr. SCALISE. And I know I’m out of time. I apologize. Thank you. 

Chairwoman Waters. Thank you very much. And our bill will 
move that up from 10 percent to 20 percent, so you will have a lit- 
tle bit more flexibility. 

The Chair notes that some Members may have additional ques- 
tions for this panel, which they may wish to submit in writing. 
Without objection, the hearing record will remain open for 30 days 
for members to submit written questions to these witnesses, and to 
place their responses in the record. This panel will stand in recess 
until after the votes. We will be back. 

[recess] 

Chairwoman Waters. Our first witness will be Mr. David R. 
Conrad, senior water resources specialist. National Wildlife Federa- 
tion. 

Our second witness will be Mr. Mark Davey, president and chief 
executive officer. Fidelity National Insurance Company, on behalf 
of the Write-Your-Own Coalition. 

Our third witness will be Mr. Larry Larson, executive director. 
Association of State Floodplain Managers. 

Our fourth witness will be Mr. John Rollins, president, Rollins 
Analytics, Inc.. 

Our fifth witness will be Mr. Barry Rutenberg, 2010 second vice 
chairman of the board. National Association of Home Builders. 

And our final witness will be Mr. Maurice Veissi, Veissi & Asso- 
ciates, 2010 first vice president. National Association of REAL- 
TORS. 

Without objection, your written statements will be made a part 
of the record. You will now be recognized for a 5-minute summary 
of your testimony. 

So, let us start with Mr. Conrad. 
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STATEMENT OF DAVID R. CONRAD, SENIOR WATER 
RESOURCES SPECIALIST, NATIONAL WILDLIFE FEDERATION 

Mr. Conrad. Good afternoon, Chairwoman Waters, Ranking 
Member Capita, and members of the subcommittee. My name is 
David Conrad, and I serve as senior water resources specialist for 
the National Wildlife Federation, the Nation’s largest conservation, 
education, and advocacy organization. We greatly appreciate the 
subcommittee’s holding this hearing today, and your continuing in- 
terest in the reform and reauthorization of the National Flood In- 
surance Program. 

I want to underscore three major points from my written testi- 
mony. First, while the National Flood Insurance Program is bro- 
ken, essentially bankrupt with a debt of $18.7 billion to the U.S. 
Treasury, many of its fundamental problems can be corrected. This 
committee has an opportunity to pass meaningful reforms that will 
get the program on better fiscal footing and, most importantly, pro- 
vide better protection for people, communities, and the environ- 
ment. Unfortunately, the discussion draft, or the flood insurance 
reform bill, falls far short of what is needed, and may even make 
things worse. 

Second, these are not normal times. The Nation’s scientists are 
telling us that climate change is already causing heavier rainfall, 
changing patterns of snowfall, bringing more severe hurricanes, 
and increasing sea levels, all of which will increase flooding risk 
and likely exacerbate already increasing flooding damage. 

Third, tomorrow is Earth Day. And it’s important to recognize 
that the NFIP, as it is currently functioning, is leading to increas- 
ing development and damages to wildlife habitat, wetlands, coast- 
lines, and other environmental resources. We need to fix these per- 
verse incentives for more development and redevelopment in these 
environmentally sensitive high-risk areas. 

Unfortunately, the committee is considering adding wind storm 
coverage to the NFIP, and establishing a Federal backstop for 
State natural catastrophe funds. In our view, these are anti-envi- 
ronmental proposals that would exacerbate these problems. 

Let me comment directly on the National Flood Insurance Re- 
form Priorities Act, the discussion draft that we received. First, 
what we like. We support the 5-year phase-out of pre-FIRM sub- 
sidies for two major classes of properties: non-residential prop- 
erties; and non-primary residences. We also support increasing 
from 10 to 20 percent the amount that FEMA can annually raise 
premiums to reduce subsidies and improve the NFIP’s actuarial 
soundness. 

Now, what we think needs to be fixed, expanded, or eliminated 
in the discussion draft. The bill should be amended to phase out 
subsidies for severe repetitive loss properties, and properties that 
have already cost the Flood Insurance Program more than the 
value of the home or business in cumulative claims. 

We would strongly object to sections 6 and 10, that would delay 
or waive requirements for mandatory purchase, where residents re- 
main vulnerable and inadequately protected from flooding. As we 
saw in Hurricane Katrina, it’s a dangerous mistake to assume no 
flood insurance is necessary because there are Corps of Engineers 
or other levees, especially decertified levees. 
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We also believe the NFIP should be reauthorized for 3 years, and 
not 5 years. Administrator Fugate has initiated a major 2-year ef- 
fort to review the NFIP, with the intent to make comprehensive, 
administrative, and legislative recommendations to guide the 
course of the program in the future. The next reauthorization 
should dovetail closely with the Administration’s efforts. 

Now, another overriding concern. Given the committee’s decision 
to limit this reauthorization to insurance and finance aspects, we 
believe many of the most critical and necessary reforms are not 
being made in this bill, including needed measures that can better 
target assistance to low-income Americans, to improve land use 
planning and building codes, and to make hazard mitigation and 
environmental protection the heart of NFIP’s risk reduction Strat- 
egy- 

Regarding H.R. 1264, we do not believe the Federal Government 
should get into the business of assuming liabilities and responsibil- 
ities for wind coverage. Not only would such an expansion of the 
NFIP threaten the program’s long-term financial health, it would 
also fuel development in many more high-risk and environmentally 
sensitive areas. 

In conclusion, once again, the National Wildlife Federation great- 
ly appreciates the opportunity to provide our views on legislation 
to reform the NFIP. Many of the views we have expressed are 
shared by Smarter Safer, a broad coalition working to advance far- 
sided policies to better protect communities and the environment. 

We look forward to working with the committee as the process 
continues, and I look forward to responding to any questions the 
members may have. Thank you. 

[The prepared statement of Mr. Conrad can be found on page 100 
of the appendix.] 

Chairwoman Waters. Thank you. 

Our next witness will be Mr. Mark Davey. 

STATEMENT OF MARK DAVEY, PRESIDENT AND CHIEF EXECU- 
TIVE OFFICER, FIDELITY NATIONAL INSURANCE COMPANY, 

ON BEHALF OF THE WRITE-YOUR-OWN FLOOD INSURANCE 

COALITION 

Mr. Davey. Madam Chairwoman, Ranking Member Capita, and 
subcommittee members, my name is Mark Davey, and I am presi- 
dent and CEO of Fidelity National Insurance Company. Fidelity is 
a write-your-own flood insurance partner with the NFIP, and the 
largest writer of flood insurance in the Nation. We are also a mem- 
ber of the Write-Your-Own Coalition, which is made up of 85 pri- 
vate insurers who collectively administer 95 percent of the NFIP’s 
policy base. 

Thank you for the opportunity to testify today on behalf of Fidel- 
ity National and the Write-Your-Own Coalition, and to share our 
views on proposed flood insurance reform legislation. 

First and foremost, we would like to compliment and voice our 
support for the draft flood insurance legislation authored by Rep- 
resentative Waters. We feel the bill provides much-needed stability 
and refinement for the betterment of the National Flood Insurance 
Program. 
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I would like to directly respond to the questions you proposed. 
You requested we share our views, relative to the status of the 
NFIP, and any improvements the program may need. All things 
considered, the program is functioning well, in spite of numerous 
program expiration and delays in reauthorization. While the pro- 

t ram remains heavily in debt, the NFIP has successfully retired 
500 million of debt accumulated from Hurricanes Katrina, Rita, 
and Wilma. Not only has the program retired $500 million of debt, 
it has also shouldered the additional burden of Hurricane Ike dur- 
ing the same time frame. 

The Flood Program and the stakeholders would greatly benefit 
from streamlining and simplifying the flat application process. A 
streamlined policy application and underwriting process would en- 
able more agencies to understand a market flood insurance. 

Purchasing a traditional homeowner’s policy through our organi- 
zation takes an agent approximately 5 minutes to complete the 
transaction. By contrast, even with a highly automated Web-based 
flat application process, a proficient flood producer in most cir- 
cumstances will invest several hours before successfully placing a 
flood policy. 

There needs to be a continued push for adequate rates at all pro- 
gram levels. Our goal should be to create a program which can be 
financially self-sufficient. The program cannot survive and meet its 
responsibilities if its existence comes in question each time the 
NFIP has to ask Congress for more money. 

Not in the bill, but something I proposed, is the inclusion of addi- 
tional living expense coverage. Adding this coverage will provide a 
valuable coverage, which will allow policyholders to get back on 
their feet much faster following a flood event. This coverage will 
provide the ability for the insured to keep their lives on track, as 
opposed to being thrown out on the streets. I advocate we add this 
additional coverage and charge an appropriate premium to properly 
underwrite this new proposed coverage. 

You asked in what ways the long-term reauthorization brings 
stability to the housing market. When a buyer of a property located 
within a special flood hazard area is confronted with the inability 
to buy flood insurance, it often derails the transaction, leading to 
the cancellation of the purchase. In some circumstances, purchase 
transactions have been abandoned, based on buyers’ well-founded 
fears of their inability to secure flood insurance for the duration of 
their ownership. The lack of immediate flood coverage has an ex- 
tremely negative effect on housing sales in mandatory flood zones. 

You asked me to discuss how short-term reauthorizations have 
impacted our company and our clients. Lapses are extremely dif- 
ficult to manage. We endeavor to run our operations as efficiently 
as possible. Our computer mail-in phone systems are matched to 
our daily work loads, both from a customer service standpoint and 
a computer systems standpoint. Digging out of a backlog accumu- 
lated by program lapses is extremely difficult, and we cannot pro- 
vide the level of service to our customers to which they are accus- 
tomed. 

With the recent lapse, we were confronted with issuing approxi- 
mately 5 percent of our annual policy’s renewal notices and other 
necessary documents immediately upon program reinstatement. 
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When our production platforms normally run 8 to 10 hours a day, 
7 days a week, the catch-up window dictates double and triple 
shifting, which is extremely costly and disruptive. 

Lapses cause undue stress, confusion, and frustration to policy- 
holders and potential policyholders. Because we are always hopeful 
appropriate action will be taken to avoid lapses, in every cir- 
cumstance we have to scramble to notify and educate the general 
population and all those involved in the Flood Program of lapse, 
and our current changes in procedures when, in fact, we do fall into 
a lapse environment. 

The non-quantifiable and most costly aspect is the loss of new 
and renewal policies, not just in special flood hazard areas, but also 
areas that the flood insurance is not mandatory. Policyholders con- 
templating renewing their policies with limited disposal are far less 
likely to renew if they feel the program’s existence is in jeopardy. 
As we do everything possible to encourage program participation, 
the worst message we can convey is the program’s continuation is 
in question. 

You asked me to discuss what impact the map modernization ef- 
fort has had on write-your-own companies. Continued and refined 
map modernization is essential for the health of the NFIP. It is im- 
perative we provide consumers with the most accurate information 
available. 

[The prepared statement of Mr. Davey can be found on page 112 
of the appendix.] 

Chairwoman Waters. Thank you very much. 

Our third witness will be Mr. Larson. 

STATEMENT OF LARRY LARSON, EXECUTIVE DIRECTOR, 
ASSOCIATION OF STATE FLOODPLAIN MANAGERS 

Mr. Larson. Thank you. Madam Chairwoman, and members of 
the subcommittee. The Association of State Floodplain Managers’ 
14,000 members implement the National Flood Insurance Program 
at the State and local level, and I represent their thoughts. 

The NFIP really is no different than it has been for the last 42 
years. It is, essentially, the same program that was authorized in 
1968. Congress has tweaked the edges here and there over time, 
but we’re essentially operating on that same model. This bill, 
again, tweaks around the edges. We are concerned with significant 
reform to the program, and we are pleased that FEMA is under- 
taking an effort to come back to you with some broad recommenda- 
tions on options in which that needs to happen. 

Significant changes are needed to address its debt and the inabil- 
ity to reduce flood losses in the Nation, which continue to go up, 
despite the program being here for 42 years. And, despite all the 
flood control projects that we built in the last 80 years, we are still 
increasing flood damages significantly, which doubled in the last 
decade per year. 

Ideas, big ideas, need to be thought about. Is it time to turn flood 
over to the private sector? Is there any reason the private sector 
can’t run flood insurance right now? That needs to be considered. 

Floods are getting bigger. We are going to have more damages. 
There is more property at risk. And that’s the big issue. Risk is the 
probability of getting flooded times the consequences if you are 
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flooded. Probabilities have not changed significantly, but con- 
sequences have changed dramatically. Building in high-cost coastal 
areas, building behind levees, all those consequences are going up 
greatly. And we’re not going to be able to control that under the 
current process. 

We are seeing more intense storms. People in Des Moines have 
said, “We have had three 500-year floods in the last 15 years.” We 
are seeing more intense rainfalls. We are seeing sea-level rise. We 
are seeing these things that will increase our risk. So, significant 
program changes are necessary. 

These issues we are dealing with: the struggles we are having 
now with mapping and levees and insurance — mapping is not the 
issue. Mapping merely identifies the risk. And we need to know 
that. Levees are not the issue. We know that all levees will fail or 
overtop at some point. That’s not just me saying that, that’s every 
expert in the world saying that. 

Insurance is the only security some of those people have for what 
they own, which typically is the only thing they own — that house. 
Without insurance, they’re left naked. 

So, delaying the map without insurance puts people in this situa- 
tion such as Representative Taylor — where now there is no way to 
regain that loss that they had. Other options that are in the bill 
such as phasing in, those sorts of things, seem to make a lot more 
sense. The PRP, Preferred Risk Policy — or the policy that FEMA 
has talked about, some of those options. 

In the Nation, about 1 percent of the people are at risk of flood- 
ing. Seven percent of the land area of the Nation is floodplain, but 
only about 1 percent of the people are at risk of flooding. About 
half of those people carry insurance. And as Mr. Fugate talked 
about, trying to figure out how to run an actuarially sound pro- 
gram when there are only very few of those 11 million structures 
that are required to have insurance is problematic. 

So, broadening that risk, or broadening that base, spreading that 
risk, is how you have to get an actuarial program. 

We would agree with the GAO concern that part of this issue is 
who benefits and who pays, and striking that balance. Do those 
who live at risk pay their appropriate share of living at risk, or is 
that being paid for by the rest of us who don’t live at risk? That’s 
the challenge that you face in this committee, and that Congress 
faces in trying to actually reform this program. 

I will respond to other questions as you have them. Thank you 
very much. 

[The prepared statement of Mr. Larson can be found on page 125 
of the appendix.] 

Chairwoman Waters. Thank you very much. 

Mr. Rollins? 

STATEMENT OF JOHN W. ROLLINS, PRESIDENT, ROLLINS 
ANALYTICS, INC. 

Mr. Rollins. Good afternoon. Chairwoman Waters, and Ranking 
Member Capita. My name is John Rollins. I am an actuary holding 
qualifications in the Casualty Actuarial Society and American 
Academy of Actuaries. I have worked in Florida property insurance 
for the last 11 years, serving as chief actuary of private insurance 
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companies, as well as a director at the State-run wind pool of Citi- 
zens Property Insurance Corporation. I have testified to lawmakers 
in Florida and other States on the issue of government-backed 
property insurance systems in disaster-prone areas, and published 
some research papers on the subject. 

After many years of observing public policy decisions and their 
impact on property insurance markets as well as public finances, 
my message to you today is simply this: in designing rates for any 
property insurance program ultimately supported by taxpayer cap- 
ital, great care should be taken that the legislative definition and 
the practical definition of the phrase “actuarially sound” conforms 
to the principles of the U.S. casualty actuarial profession itself 

Some background is in order. We know that an insurance policy 
is really just a promise to pay for a predefined type of possible loss 
in exchange for some up-front premium. Now, by law, insurance 
contracts must be backed by capital sufficient to pay the claims, 
even when many claims occur at the same time, and the costs are 
well in excess of the premiums charged. 

Disasters, by definition, are infrequent, unpredictable, and se- 
vere. And for these events, the required capital can be catastrophic 
as well: 20 or more times the average annual loss, for example, 
contemplated in the premium. 

The job of actuaries is to determine that fair premium. But the 
job becomes more difficult when the losses are catastrophic, and yet 
more difficult when the supporting capital for the insurance is pro- 
vided in other than some kind of economic transaction, such as 
through government support. 

The relevant actuarial principle states, “A rate is reasonable and 
not excessive, inadequate, or unfairly discriminatory if it is an ac- 
tuarially sound estimate of the expected value of all future costs 
associated with an individual risk transfer.” 

Each word or phrase in that statement has implications for pric- 
ing decisions for these government-backed insurance programs. 
First, the phrase “not excessive, inadequate, or unfairly discrimina- 
tory,” you may recognize as the definition of a lawful rate under 
most State insurance laws. So actuarial soundness is historically a 
sufficient condition for a lawful rate. Or, said another way, it’s 
hard to imagine a rate which would be actuarially sound yet un- 
lawful. 

Second, those rates must reflect expected costs. So, it’s not sound 
to peg the rate to the most favorable outcome or the most unfavor- 
able outcome, or whatever is convenient. Rates have to reflect the 
probability-weighted average over all the scientifically tenable out- 
comes. What that means in catastrophe rate-making is that sci- 
entific models and simulation models are very useful, since any re- 
cent snapshot of activity may show bad disasters or may show no 
disasters. 

Third, such rates have to reflect all costs, not just those we pre- 
fer to reflect, or that we can easily quantify. Rates have to be made 
on a cost basis, rather than an economic basis. But real costs in- 
curred to issue a properly capitalized policy must be reflected. 

Fourth, such rates are to reflect future costs. Rates may not be 
made to recoup past losses. So, past data may or may not be pre- 
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dictive of future losses, but past experience is not some kind of an 
account to be squared by raising or lowering future premiums. 

And, finally, actuarially sound rates must reflect the cost of risk 
transfer. What that means is they have to include a provision for 
the cost of that capital, required on demand to pay claims after cat- 
astrophic events. Private insurers transfer risk through reinsur- 
ance and risk sharing arrangements, and they pay those costs im- 
mediately. Government programs can borrow from future taxpayers 
to fund today’s risks. The cost of that capital may be arguable, but 
actuaries and economists agree that it should not be zero. 

Therefore, the key is that an actuarially sound rate for a govern- 
ment-backed insurance program must be greater than simply the 
expected annual loss to the program, plus provisions for the known 
expenses. 

Failure to implement actuarially sound rates in such programs 
at both the State and Federal levels has had unwelcome con- 
sequences, as testified by many of my colleagues here at the table, 
including: overdevelopment of environmentally sensitive areas, as 
these low insurance rates offered by government-backed insurers 
and subsidized by future taxpayers encourage consumers and de- 
velopers to underestimate the risk and build in harm’s way; expan- 
sion of the risk in government-backed insurance pools, as the pri- 
vate insurers may retreat from the areas in which they cannot or 
will not compete with these subsidized rates; and crowding out of 
that capital, which otherwise would be at risk in lieu of the tax- 
payer capital we put at risk; depletion of the public treasury, as 
new debt must be incurred and then serviced, as you have heard 
over the course of the hearing with the National Flood Insurance 
Program, by potentially generations of taxpayers. 

Finally, wealth transfers from all taxpayers to an often high-in- 
come subset of residents that choose to live in risky but perhaps 
picturesque areas, because all taxpayers pay proportionately to 
service the debt incurred to these underfunded programs. 

Despite the fact that enabling legislation frequently utilizes 
phrases like “actuarially indicated,” or “actuarially sound,” the 
rates for those programs, in practice, may not measure up. So I 
urge lawmakers to carefully define the concept of actuarially sound 
rates during the legislation development and continuing implemen- 
tation of these programs. 

And I thank you for the opportunity to appear before you. 

[The prepared statement of Mr. Rollins can be found on page 142 
of the appendix.] 

Chairwoman Waters. Thank you very much. 

Mr. Rutenberg? 

STATEMENT OF BARRY RUTENBERG, 2010 SECOND VICE 

CHAIRMAN OF THE BOARD, NATIONAL ASSOCIATION OF 

HOME BUILDERS 

Mr. Rutenberg. Chairwoman Waters, Ranking Member Capito, 
and members of the subcommittee, thank you for the opportunity 
to testify today. My name is Barry Rutenberg, and I am the 2010 
second vice chairman of the board of the directors of the National 
Association of Homebuilders. I am also a builder and developer 
from Gainesville, Florida. 
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NAHB commends the subcommittee for addressing reform of the 
NFIP program, and releasing a draft flood insurance bill that in- 
cludes a much-needed long-term extension and reauthorization of 
the program. For the last several years, the NFIP has had to un- 
dergo a series of short-term extensions that have created a high 
level of uncertainty in the program. 

The NFIP recently experienced several short-term authorization 
lapses, causing severe problems for our Nation’s already troubled 
housing markets. Unfortunately, during this latest delay, many 
home buyers faced delayed or canceled closings, due to the inability 
to obtain NFIP insurance for a mortgage. 

In other instances, builders themselves were forced to delay or 
to stop or delay construction on a new home, due to the lack of 
flood insurance approval. NAHB supports this long-term extension 
to ensure the Nation’s real estate markets operate smoothly and 
without delay. 

FEMA’s Flood Insurance Program plays a critical role in direct- 
ing the use of flood-prone areas and managing the risk of flooding 
for residential properties. The availability and the affordability of 
flood insurance gives local governments the ability to plan and zone 
its entire community, including floodplains. In addition, if a local 
government deems an area fit for residential building, flood insur- 
ance allows home buyers and homeowners the opportunity to live 
in a home of their choice in a location of their choice. 

The home building industry depends upon the NFIP to be annu- 
ally predictable, universally available, and fiscally viable. Unfortu- 
nately, the losses suffered in the 2004 and 2005 hurricane seasons 
included the devastation brought about by Hurricanes Katrina, 
Rita, and Wilma. They have severely taxed and threatened the sol- 
vency of the NFIP. 

According to FEMA, between NFIP’s inception in 1968 through 
2004, a total of $15 billion has been needed to cover more than $1.3 
million in losses. However, the combined claims for 2004 and 2005 
exceeded the total amount paid during the entire 37-year existence 
of the NFIP program. 

While these losses are severe, they are currently unprecedented 
in the history of this important program. And, in our opinion, they 
are not a reflection of a fundamentally broken program. Neverthe- 
less, NAHP recognizes the need to ensure the long-term financial 
stability of the NFIP, and looks forward to working with this com- 
mittee to implement needed reforms. While my testimony goes into 
more detail, it is absolutely critical that Congress approaches legis- 
lation with care. 

The NFIP is not simply about flood insurance premiums and 
pay-outs. Rather, it is a comprehensive program that guides future 
development and mitigates against future losses. While a finan- 
cially stable NFIP is in all of our interests, the steps that Congress 
takes to ensure financial stability has the potential to greatly im- 
pact housing affordability, and the ability of local communities to 
exercise control over their growth and development options. 

While NAHB supports a number of reforms designed to allow the 
NFIP to better adapt to changes in the marketplace, we have 
strongly advocated against expansion of the regulated floodplain, or 
changes to the numbers, locations, or types of structures required 
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to be covered by flood insurance without appropriate study first. 
Before any such changes could be implemented, FEMA should first 
demonstrate that the result that the resulting impacts on property 
owners, local communities, and local land use are more than offset 
by the increased premiums generated and the hazard mitigation 
steps taken. 

NAHB is, therefore, pleased that the subcommittee’s draft bill re- 
quires that FEMA conduct a study on the feasibility and implica- 
tions of a change to NFIP’s mandatory purchase requirements 
within the 100-year floodplain. 

Finally, NAHB is pleased to support H.R. 1264, the Multiple 
Peril Insurance Act of 2009, authored by Representative Gene Tay- 
lor. Coverage for wind insurance would provide a needed addition 
to the availability and affordability of property insurance in high- 
hazard areas. NAHB is pleased that H.R. 1264 references the miti- 
gation requirements of consensus-based building codes as a meas- 
ure to lessen the potential damage caused by a natural disaster, 
and, thus, further ensure the financial stability of the NFIP. 

Again, thank you for the opportunity to testify today. 

[The prepared statement of Mr. Rutenberg can be found on page 
144 of the appendix.] 

Chairwoman Waters. Thank you very much. 

Our final witness will be Mr. Maurice Veissi. 

STATEMENT OF MAURICE VEISSI, VEISSI & ASSOCIATES, 2010 

FIRST VICE PRESIDENT, NATIONAL ASSOCIATION OF REAL- 
TORS 

Mr. Veissi. Chairwoman Waters, Ranking Member Capita, and 
members of the subcommittee, I want to thank you for inviting me 
to testify today regarding legislation to reform the National Flood 
Insurance Program. My name is Moe Veissi. I am currently the 
2010 first vice president in the National Association of REAL- 
TORS. I have been a Realtor for more than 40 years. I am the 
broker-owner of Veissi & Associates, Inc., and TM Realty, the 
former in Miami and the latter in Daytona, Florida. I am here to 
represent the views of the National Association of REALTORS and 
its 1.2 million members who are engaged in all the aspects of resi- 
dential and commercial real estate in the 50 States and 4 terri- 
tories of the United States. 

Throughout its existence, the National Flood Insurance Program 
has effectively reduced the cost to taxpayers of flood damage. It 
does that by requiring communities who wish to participate in this 
valuable program to implement flood plan management ordinances. 
It is important to note, according to FEMA, those requirements re- 
duce flood damage by about $1 billion a year. 

In other words, participation in this program ensures that a $1 
billion savings is passed on to the taxpayers who do not have to 
shoulder the enormous expense of underinsured property owners 
after a natural disaster like Hurricane Katrina. 

It is estimated that a third of the $88 billion in remedial efforts 
that the government spent on disaster was due to underinsured 
properties. And while the National Flood Insurance Program has 
been effective at reducing societal costs, flooding and damages 
since 2005 highlight the need to reform the program so that it can 
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better protect our people and put this program on a strong finan- 
cial footing. 

Just look at the recent floods in Rhode Island. We all saw the 
images of the Pawtucket River, cresting at about 12.5 feet above 
flood grade. The residential experienced huge damage in a flood 
characterized as 1 event in the last 200 years. NAR president-elect 
Ron Phipps experienced water above 21 feet of mean level. Imagine 
the horror of having to fill a 30-year dumpster with parts of your 
family’s memories and history. That must have been devastating. 

Extending the Flood Program month to month through stop-gap 
measures — some might say punting from one deadline to another — 
is an ineffective way to operate a major Federal program. And this 
creates financial and real estate market uncertainties for millions 
of taxpayers, financial market lenders, and insurers who can’t or 
won’t operate under these uncertainties. 

The National Association of REALTORS supports a minimum 5- 
year authorization of the flood program. Such an extension pro- 
vides much-needed certainty to a recovering real estate market and 
to millions of taxpayers who depend on this important program. 

NAR also supports reforms that strengthen the program’s finan- 
cial footing. Increasing participation would lead to increased funds 
for the program, help property owners recover from flood losses, 
and decrease future Federal assistance with underinsured prop- 
erties and owners experience losses such as happened before. 

We support reforms that would eliminate discount insurance 
rates for older properties with a history of repeated pay-outs where 
the owner has refused to mitigate against future insured losses. 
Yet we oppose changes to rates — charge pre-flood insurance rate 
mapped commercial properties, non-primary residential or primary 
residential homes. 

Pre-flood mapped properties facing identical risks should have 
the same rate. The rate should not be based directly or indirectly 
on the type of occupancy or the income or assets of the owner. That 
way, two properties could be located next to each other, but the 
commercial property could get a bill that is about 4 times more 
than the one right next door. That’s not right. 

H.R. 1264, the Multiple Peril Insurance Act sponsored by Rep- 
resentative Taylor, would ensure access to affordable insurance for 
wind-related hurricane damage, and therefore, reduce the amount 
of post-disaster Federal assistance, saving taxpayers real money. 
Covering both wind and flood would eliminate the insurance 
pushback on what causes the damage. 

As we have learned in the past in Rhode Island; Florida; Fargo, 
North Dakota; Louisiana; and a host of other hometowns across 
this great land, it’s far less costly to prepare ahead of time for dis- 
asters than it is to fund recovery efforts. 

In conclusion, thank you again for the opportunity to share the 
Realtor community’s views on the National Flood Insurance Pro- 
gram. The National Association of REALTORS stands ready to 
work with members of the committee to develop meaningful re- 
forms to this program that will help protect the country’s property 
owners and renters to prepare and recover from future losses re- 
sulting from floods. Thank you so very much. 
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[The prepared statement of Mr. Veissi can be found on page 154 
of the appendix.] 

Chairwoman Waters. Thank you very much. And I will now rec- 
ognize myself for 5 minutes for questions. 

Let me turn to Mr. Davey. You mentioned in your oral testimony 
the need for the program to offer additional living expense cov- 
erage. I am interested in this concept, since you talk about helping 
low-income Americans. Can you delve further into how this would 
work? 

Mr. Davey. Additional living expense was referred to as ALE — 
is an essential part of a traditional homeowner’s policy. 

Whether your house is damaged by flood, or whether it’s dam- 
aged by fire, the first thing you have to do when you’re found with- 
out a home, is you have to relocate. And your first immediate need 
is cash. You have to go rent a hotel, you have to start purchasing 
your initial meals at a restaurant. You need money. 

When your house is flooded, you have lost everything, in most 
circumstances you don’t have access to anything in your household. 
You have to go purchase clothing, start feeding yourself, find suit- 
able shelter. That is — if there is one thing that happens after a 
flooding event that’s most crucial, the first calls we receive are peo- 
ple looking for this additional living expense. 

Chairwoman Waters. But wouldn’t that increase the price of the 
premium? 

Mr. Davey. It would increase the price of the premium. It could 
be made optional or it could be made mandatory. And I don’t advo- 
cate giving the coverage away. I advocate charging the actuarially 
sound premium for that coverage. 

But it is an absolute need of the policyholder after their property 
has been flooded. 

Chairwoman Waters. You heard earlier this morning the Ad- 
ministrator say that, by law, they were only able to increase pre- 
miums by 10 percent, or the amount that they were able to charge. 
We said we would increase by 20 percent. Do you think this is 
enough to incorporate into it additional coverage for those who 
would want to have this ADL? 

Mr. Davey. Additional living expense? I don’t think it falls in the 
category of an increased premium. It’s a newly introduced coverage. 
So any premium associated with that coverage would not be con- 
strued as an increase of our — of the NFIP’s rates. It’s a new cov- 
erage, of which — if it’s made optional, it’s at the purchaser’s elec- 
tion whether they choose to purchase that coverage or not choose 
that purchase. 

Chairwoman Waters. Okay. I’m sorry, it’s ALE, that’s what — ad- 
ditional living expenses. 

Mr. Davey. Correct. 

Chairwoman Waters. Now, could your company offer that? 

Mr. Davey. Could our company offer it outside of the flood pol- 
icy? 

Chairwoman Waters. Yes. 

Mr. Davey. There are companies that have written that coverage 
outside of the flood policy. Unfortunately, the areas in which they 
offer it aren’t always areas of highest needs. That may be available 
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through companies — through a — what they call a companion policy 
that is written in conjunction with the NFIP. 

Chairwoman Waters. All right. Let me just ask — Mr. Veissi, I 
have heard reports that during this month’s lapse in the Flood In- 
surance Program, each day up to 1,400 home buyers were unable 
to close on their homes. How did this lapse impact the real estate 
market and home buyers? 

Mr. Veissi. At a time when the real estate home market is begin- 
ning to now fire up and, from an economic standpoint, support the 
economy, it could be devastating. 

The reality is that most lenders will not loan on a home that is 
not sufficiently insured. And so, if you can’t get flood — or wind, for 
that matter — then those impediments would stop — literally, stop — 
the sale in many of the coastal areas. Remember, about 1 out of 
every 2 Americans live within 50 miles of the coast. The effect of 
that could be absolutely devastating. 

Chairwoman Waters. Thank you very much. And I know that 
Mr. Taylor is here, and he is going to talk a lot more about wind 
insurance. But Mr. Veissi, can you discuss the importance of this 
legislation and how it’s needed to protect homeowners in areas 
prone to wind damage? 

That’s for Mr. Rutenberg or Mr. Veissi. 

Mr. Veissi. I would be more than happy to. The reality is, espe- 
cially in coastal areas where there are two types of flood — one type 
is wind-driven flood and the other is flood as we would imagine it 
in Rhode Island and some of the other areas. 

The bounce back between the insurance company and the in- 
sured can get very dramatic. In one case, the wind-driven flood 
may be — the insurer may want compensation from that, and the in- 
surance company will say, “No, that’s flood.” 

And then, from the flood standpoint, that insured will go back to 
the flood and say, “Well, I need to be compensated for this,” and 
that insurer would say, “No, no, that’s wind-driven damage.” 

The impact of that is absolutely enormous. You have two insur- 
ance companies battling against one another, not wanting to pay. 
I can understand that. But understanding that something hap- 
pened to that one homeowner, that one homeowner needs to be 
compensated. Combining those two together would be absolutely 
the case. 

Chairwoman Waters. Thank you. Ms. Capito? 

Mrs. Capito. Thank you. Mr. Davey, I have a question. If some- 
body is getting an FHA mortgage, and they happen to fall within 
the FEMA floodplain, are they required to get flood insurance for 
that? 

Mr. Davey. They are. Yes, they are. 

Mrs. Capito. And how is that priced? Mr. Rollins has raised big 
questions about whether the rates are actuarially sound. How do 
you — I assume you do this in your regular line of business — cal- 
culate that? And what kind of concessions do you have to find if 
it’s going to be subsidized or otherwise? Do you do income ratios, 
or what? 

Mr. Davey. I am not sure I understand the question. 

Mrs. Capito. When you’re writing a flood policy, an NFIP policy. 
You do that, correct? 
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Mr. Davey. The pricing mechanism? 

Mrs. Capito. Yes. How do you determine what the rate is on 
that, and — 

Mr. Davey. The NFIP has set rating guidelines and rating proto- 
cols that we follow. 

Mrs. Capito. So you can’t go away from that? 

Mr. Davey. No, no. We adhere strictly to the rates that are set 
by the NFIP. 

Mrs. Capito. Okay. Okay, thank you. Mr. Rollins, you really 
raised some questions on whether the rates are actuarially sound. 
And with a program that is $18 billion in debt, I think that’s a log- 
ical question. 

What improvements would you make to set this on the right 
course actuarially, or with rate setting? 

Mr. Rollins. Thank you. Ranking Member Capito. Each pro- 
gram has to stand on its own, from the standpoint of being actuari- 
ally sound. So an actuarially sound rating plan for car insurance 
or wind insurance is not the same, is not necessarily going to be 
based on the same factors as one for flood insurance. 

But that said, all actuarially sound programs share one common 
characteristic, which is that they properly account for the present 
value of all expected future costs associated with the risk. And that 
includes not only the — sort of the run-of-the-mill average annual 
losses, but they have to include some kind of loading or provision 
to reflect the fact that a severe year may occur, particularly in a 
program that’s subject to catastrophes, whether that be wind, 
earthquake, or flood. And that loading can be significant. 

Now, my experience, admittedly, is more with coastal property 
and wind than it is with the NFIP’s rating structure. But that 
loading — what troubles me, as an actuary, is that loading is rarely 
recognized as a matter of legislative definition or as a matter of 
practical definition within the rating plan. 

So, what you end up with is a program that apparently is actu- 
arially sound for perhaps a number of years, and then a loss many 
times the annual premium can overwhelm that. And it’s easy to 
then look back and say, “If we were to distribute this cost over the 
past 10 or 20 years, we could have had the right loading.” 

But it’s — as one major insurance company famously said, they 
lost 50 years of premiums in 5 hours in Hurricane Andrew. 

Mrs. Capito. Right. 

Mr. Rollins. That would be prima facie evidence that the pro- 
gram was not actuarially sound. 

Mrs. Capito. Okay. Mr. Conrad, I understand you are a pro- 
ponent of flood insurance reform, and are concerned that the pro- 
gram continues to be weighted down by repetitive loss properties. 
And according to a recent report by the Congressional Budget Of- 
fice, in a study sample, about 40 percent of subsidized coastal NFIP 
properties were worth at least half a million dollars. I would imag- 
ine that some of these might be repetitive loss properties. 

How would adding wind coverage, in your opinion, to the trou- 
bled NFIP exacerbate these problems? 

Mr. Conrad. Unless and until we address the repetitive loss 
problem in the Flood Insurance Program, we have a program that 
is always in a downward spiral with repetitive losses. 
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I believe that if you were to — and the estimate — there have been 
some estimates about how much that’s costing a year. And I’m not 
sure that we have actually plumbed that completely to the depth, 
even at FEMA. But to add wind in this area — FEMA has no experi- 
ence with wind at this point. So, at least in the first decade, they 
would be shooting in the dark in terms of how to do wind. 

I think what — the effect would be to just increase the uncertainty 
and the risk in the Flood Insurance Program that is already sort 
of there because of a number of different factors in the way the re- 
petitive loss problems are plaguing the program. 

Mrs. Capito. All right. Thank you. 

Chairwoman Waters. Thank you very much. I am going to hold 
each person to the 5 minutes. We have to be out of the room for 
the Financial Services Committee to come in. So, with that, Mr. 
Cleaver for 5 minutes. 

Mr. Cleaver. I yield back my time. Madam Chairwoman. 

Chairwoman Waters. Thank you. Mr. Green, for 5 minutes. 

Mr. Green. I will yield my time to Mr. Taylor, Madam Chair- 
woman, and thank you very much. 

Chairwoman Waters. Thank you very much. Mr. Taylor? 

Mr. Taylor. I would like to address this question to you, Mr. 
Davey, as a representative of the National Flood Insurance Pro- 
gram. 

Your contract with America calls for a fair adjustment of the 
claim by your personnel. You are paid to sell the policy, you are 
paid to adjust the claim. Are you aware that, within 2 weeks of 
Hurricane Katrina, State Farm sent an internal company memo 
that instructed their adjustors — and this is a quote — “Where wind 
acts concurrently with flooding to cause damage to the insurer’s 
property, coverage for the loss exists only under flood coverage.” 
Now, that’s an instruction to their adjustors. Does that sound to 
you like a fair adjustment of the claim? 

Mr. Davey. Representative Taylor, I can’t comment on State 
Farm’s practices. What I can share with you — 

Mr. Taylor. Okay. If I may — 

Mr. Davey. — is the practices we engaged in, which did not in- 
voke the anti-concurrent clause in the settlement of our property 
claims as a result of Hurricanes Katrina, Rita, and Wilma. 

Mr. Taylor. All right. Well, let me ask you, since it was not an 
isolated instance, in testimony before the Mississippi Supreme 
Court, a hand-picked attorney for Nationwide Insurance Company 
was posed a question by Justice Pierce of the Mississippi Supreme 
Court: “I am giving you the example of 95 percent of the house is 
destroyed by wind. The flood comes in and gets the other 5 percent, 
and you know that. Does your interpretation of the word ‘sequence’ 
mean you pay 0?” 

The lawyer for Nationwide Insurance Company, Mr. Landau, an- 
swered, “Yes, your Honor,” which means they pay zero. Does that 
sound like a fair adjustment of the claim? 

Mr. Davey. I — 

Mr. Taylor. Come on, you have to have an opinion, sir. 

Mr. Davey. I can’t comment on the fashion in which they ad- 
justed our claims. I can tell you how we adjusted our claims. Where 
there was 60 percent of the responsibility coming from wind and 
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40 coming from water, we paid our 60, and the water paid 40. We 
did not invoke the anti-concurrent clause in the settlement of any 
Katrina, Rita, or Wilma claims. 

Furthermore, for every loss — and we were a substantial player, 
we represented roughly 30, probably 35 percent of the market 
share in the Louisiana area — we employed a separate adjustor spe- 
cifically to adjust flood losses, and the insurance companies that 
had the property had their own adjustor to adjust the wind side. 

So, where we were the write-your-own character providing the 
flood coverage, there was a separate adjustor specifically assigned 
to appraise the damages arising from flood and flood only. 

Mr. Taylor. Going back to my question to Mr. Fugate, how 
many, given the two things that I just told you, which were the 
practice of Nationwide Insurance Company and State Farm Insur- 
ance Company, which I think contributed to the $53.3 billion bill 
that our Nation paid after Hurricane Katrina, how many investiga- 
tions for fraud were there, that you are aware of, where — instances 
of where the Nation feels like it was billed unjustly by the insur- 
ance industry? 

Mr. Davey. I will tell you — again, I cannot speak on behalf of 
other carriers — 

Mr. Taylor. Do you know of one, sir? 

Mr. Davey. I don’t know of one. I’m not aware of any. 

Mr. Taylor. A $53 billion bill to our Nation, internal company 
memos that are completely contrary to the contract that these two 
companies have with our Nation, and you don’t know of a single 
investigation for fraud? 

Mr. Davey. The only company that I am responsible and should 
have knowledge of, is our — 

Mr. Taylor. Okay. 

Mr. Davey. — the companies in which I am responsible for the — 

Mr. Taylor. Okay, just for further — 

Mr. Davey. — operation and owner — 

Mr. Taylor. — clarification, Mr. Davey, is it accurate to say that 
your adjustors were empowered to send the Federal Government a 
$350,000 bill, and no one from the Nation double-checked to see if 
that was a fair billing to our Nation? 

Mr. Davey. Well — 

Mr. Taylor. $250 for the — 

Mr. Davey. — contrary to that — 

Mr. Taylor. $250 for the — 

Mr. Davey. They did check. We did — the NFIP did engage in au- 
dits. They came in and audited our Katrina, Rita, and Wilma 
claims. They went through, I don’t know how — what the sample 
size, but in every and each claim which they examined, there was 
no evidence found where NFIP monies were spent on wind cov- 
erage. Every dollar we paid out through our organization went to 
actual flood damage. 

Mr. Taylor. Okay. 

Mr. Davey. I — 

Mr. Taylor. Lastly, are any of the — and I’m glad to hear that, 
for those companies that you represent. I am curious how many of 
those companies are offering wind coverage in coastal America 
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right now. And if you would like to name them, I would like to hear 
their names. 

Mr. Davey. The Fidelity National Group were operational from 
Maine to the Gulf of Mexico. 

Mr. Taylor. And have their rates increased substantially since 
Hurricane Katrina? By “substantially,” I mean by hundreds of per- 
cent. 

Mr. Davey. No, they have not. 

Mr. Taylor. How much have they increased, sir? 

Mr. Davey. I don’t — it varies. State by State. 

Mr. Taylor. Would you like to venture a guess? 

Mr. Davey. No. 

Mr. Taylor. You want to give me a “for instance?” How about 
in my State of Mississippi? How much do you think the rates have 
gone up? 

Mr. Davey. I don’t know. 

Mr. Taylor. Would it be fair to say they have more than dou- 
bled, tripled, quadrupled? Is it fair to say that wind coverage for 
a typical property owner in the three coastal counties of Mis- 
sissippi — 

Mr. Davey. They have not doubled or tripled — 

Mr. Taylor. — pays more for wind insurance than they do for 
their mortgage? 

Mr. Davey. Wind insurance — 

Mr. Taylor. Would you agree with that statement? 

Mr. Davey. Wind insurance is a covered peril under the home- 
owner’s policy. And, dependent on how susceptible the property is 
to wind plays a substantial role in what portion of the overall pre- 
mium that covered peril represents. 

Mr. Taylor. Okay. Last question. As far as wind coverage, what 
percentage of the reinsurance purchased by the companies you rep- 
resent is actually coming from companies offshore in places like 
Bermuda? Is it half? Is it a third? Is it a quarter? 

Because the question is, if homeowners can’t get payment on 
Chinese drywall, and if homeowners couldn’t get folks in Spring- 
field, Illinois, or Hartford, Connecticut, to pay claims, how do you 
really expect a reinsurance company out of the Bahamas or Ber- 
muda to pay their fair share when the time comes? 

Mr. Davey. Well, let me first of all say that the contract of insur- 
ance that you hold with your insurance company, whether it be Fi- 
delity National, Allstate, State Farm, is with that insurance com- 
pany. And the responsibility for the fair settlement of your claim 
and the full payment of that claim, lies only with that carrier. 

If that carrier chooses to purchase reinsurance from a highly 
rated entity, whether it be a U.S. reinsurer, which — our book of 
business, the reinsurance we purchase is split between domestic re- 
insurers and reinsurers around the world, all who meet our inter- 
nal guideline of financial stability — believe me, we send them mil- 
lions of dollars every year. We have yet to collect any meaningful 
sum from those carriers. 

When, in fact, we make our claim, after sending them millions 
of dollars each and every year, they will pay us. They have been 
collecting our premiums, we have been paying our premiums. And 
when the time comes for reimbursement under that contract of in- 
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surance that — where we purchased insurance from those insurers, 
they will pay. 

Chairwoman Waters. Mr. Taylor, you have the last word. 

Mr. Taylor. Thank you, ma’am. 

Chairwoman Waters. Go ahead, you have the last word. 

Mr. Taylor. Mr. Davey, again, there were some good players 
after Katrina, but there were a heck of a lot of bad players. I hope 
you are right when it comes to reinsurance. Based on what hap- 
pened after Katrina, I believe you are wrong. 

Thank you. Madam Chairwoman. 

Chairwoman Waters. Thank you very much. The Chair notes 
that some members may have additional questions for this panel, 
which they may wish to submit in writing. Without objection, the 
hearing record will remain open for 30 days for members to submit 
written questions to these witnesses, and to place their responses 
in the record. 

This panel is now dismissed. Before we adjourn, the written 
statements of the following organizations will be made a part of the 
record of this hearing: the Honorable Charlie Melancon; American 
Rivers; the National Multi Housing Council and the National 
Apartment Association; Property Casualty Insurers Association of 
America; Independent Insurance Agents and Brokers of America; 
the Honorable Travis Childers; the Honorable Dave Loebsack; and 
the Honorable Adam Putnam. 

This meeting is adjourned. Thank you. 

[Whereupon, at 5:03 p.m., the hearing was adjourned.] 
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Congressman Travis W. Childers Opening Statement for FSC Housing Subcommittee 

Hearing 

“Legislative Proposals to Reform the National Flood Insurance Program” 

4.20.2010 


Madame Chairwoman, thank you for holding this important and timely hearing to address 
proposals to reform the National Flood Insurance Program. Thank you also to our 
witnesses for taking the time to participate and share their expert views with the 
Subcommittee. This hearing and the subsequent markup of National Flood Insurance 
Program legislation is a very positive step towards a long term reauthorization of NFIP. 
As a veteran realtor, I understand firsthand the devastating effects that the short term 
extensions and lapses in NFIP have on the housing economy and homeowners. The delay 
and phase in of mandatory purchase requirements in newly designated Special Flood 
Hazard Areas, in Section 6 of the Flood Insurance Reform Priorities Act of 2010, will 
provide relief for homeowners and businesses as counties and municipalities implement 
adequate flood protection measures as determined by the Map Modernization Process. 
Many counties in Mississippi have been effected by Flood Map Modernization and in 
difficult fiscal times counties and municipalities are taking the necessary .steps to protect 
their citizens from flooding but need the time to plan, gather resources, and complete the 
necessary protection. In addition, I also support today’s action on my good friend, Gene 
Taylor’s bill, the Multiple Peril Insurance Act of 2009. Hurricane Katrina devastated 
Mississippi and the Gulf Coast, destroying homes and businesses and leading to costly 
confusion with insurance policies during the re-building process. The Multiple Peril 
Insurance Act would give these homeowners and businesses the option of wind and flood 
insurance and allow affected areas to rebuild faster. The National Flood Insurance 
Program has many participants in the great State of Mississippi and 1 urge positive reform 
and reauthorization of the program. 
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Statement on National Flood Insurance Reform Legislation, Before 
the Subcommittee on Housing and Community Opportunity 

Congressman Jerry F. Costello 
Of the 12 “' District, State of Illinois 

April 21, 2010 


Chairwoman Waters, Ranking Member Capita, I appreciate the 
opportunity to testify before the Subcommittee today regarding 
legislation to reform our national flood insurance program. This 
important issue has received national attention in the years since 
Hurricane Katrina breached the levees in New Orleans and the destroyed 
homes along the Gulf Coast. Many aspects of flood insurance need to 
be examined, and I commend the Subcommittee for its dedicated 
attention to this work. 

I am particularly concerned about the ongoing nationwide redrawing of 
flood maps by the Federal Emergency Management Agency (FEMA). 
This congressionally-mandated process is valuable part of ensuring 
communities understand local flood risks. However, its implementation 
has been arbitrary and, for some locations, opaque and confusing. 

In the district I represent in the St. Louis metropolitan area, we received 
word from FEMA in August 2007 that due to the new flood map, the 
federally-built, locally-maintained levees that had protected the region 
for more than half a century would not be certified to meet the 1 00-year 
flood protection level. Everyone in the new map area with a federally- 
backed mortgage - some 30,000 homeowners, most living in 
economically-challenged areas - would have to purchase insurance 
through the national program. Quite simply, they will be hard-pressed to 
afford the insurance. In addition, there is no question that the regional 
economy will be negatively impacted by the new maps, despite the best 
efforts of the affected communities. 
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Local leaders immediately went to work assessing the necessary repairs 
to fix the levees. A local tax increase was approved by the state 
legislature to collect part of the estimated $350-500 million needed to 
complete the project. This work will take several years, and when the 
new maps go into effect, as soon as next year, the economic impact of 
mandatory insurance will hit the region, like the rest of the country, as it 
is dealing with the worst economic downturn since the Great 
Depression. Also, given current federal budget constraints, it is not 
likely that we will be able to provide significant pre-disaster assistance 
for the estimated $100 billion in levee repairs needed nationwide. 

Concern with the remapping process is not unique to the 12‘^ District of 
Illinois. Last year, I formed a working group with other House members 
to discuss issues related to the new flood maps, and Congressman 
Rodney Alexander and I formed the Congressional Levee Caucus to 
discuss the rebuilding and maintenance of levee systems around the 
country. Forty members are participating in these discussions on the 
impact of remapping and levee certification. While not all of them have 
a problem with levees, there is a common thread running through all of 
our meetings: local jurisdictions need time to address the impact of new 
maps and the costs for individuals and the local economy of mandatory 
insurance. 

Last July, 1 introduced H.R. 3415, which would provide a seven-year 
delay in mandatory insurance purchase requirements for areas that are 
actively addressing the problem of fixing levees by providing funding, 
publishing communications and evacuation plans, and educating the 
public about the availability of insurance. To date, 20 members from 
both parties and across the country from Oregon and California to 
Kentucky and Tennessee have signed on as cosponsors of this bill. The 
interest in delaying the onset of mandatory flood insurance is an issue 
with broad support. 



45 


The bill introduced yesterday by Chairwoman Waters builds on the idea 
of delaying mandatory insurance by instituting a five-year delay of 
mandatory purchase requirements in any newly mapped area, and a 
subsequent five-year phase-in of flood insurance rates, provided the 
local jurisdiction has a communication and evacuation plan in place and 
meets insurance education requirements. 

Providing a period of time for communities to adjust to the economic 
impacts of the mapping process gives local governments an incentive to 
address local needs and repairs quickly. If all we do is continue to tell 
communities that they have to bear the costs and burdens of remapping, 
I am concerned they will simply throw up their hands and either 
withdraw from the program altogether or wait for a disaster to hit and 
hope for massive federal assistance. Neither of these options brings us 
closer to the goal of providing long-tenn protection to our constituents. 
Allowing the flood insurance maps to take effect will achieve FEMA’s 
goal of communicating flood risk while granting local communities the 
time to prepare for the economic impacts of mandatory flood insurance. 

I want to thank Chairman Waters and Chairman Frank and their 
exceptional staffs for working with me on this issue, and Congressman 
Alexander for his leadership with the Congressional Levee Caucus and 
all of our working group members. I look forward to enacting this 
legislation into law and will continue to work with the Subcommittee 
toward that goal. 
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Statement of Congressman Dave Loebsack - Hearing on “Legislative Proposals to Reform 
the National Flood Insurance Program” 

Financial Services Subcommittee on Housing and Community Opportunity 

April 21, 2010 

I want to thank Chairwoman Waters and Ranking Member Capito for the opportunity to provide 
a statement for this important hearing examining proposals to refomt the National Flood 
Insurance Program. 

I represent the 2”“* Congressional District of Iowa. In the summer of 2008, the State of Iowa was 
devastated by severe flooding, leaving 85 of 99 counties Prcsidentially declared disaster areas. 
The majority of the damage from this flooding in the state and throughout the Midwest was in 
my District. 

That being said, my constituents and 1 certainly understand and have seen firsthand the 
importance of the National Flood Insurance Program. It has, in fact, been helpful to hundreds of 
homeowners recovering from the Floods of 2008. 

There are many communities in my 1 5-county Congressional District that are currently in 
various stages of FEMA’s Flood Map Modernization effort. Two of these communities, one for 
which the process is just beginning and one for which the process has just ended, provide 
particularly helpful insights into issues that I hope can be addressed by the Subcommittee 
regarding FEMA’s map modernization effort. 

The first community is Louisa and Des Moines County and the City of Oakville in Iowa. The 
preliminary DFIRM for this area was just released in October 2009 so they are just in the 
beginning of the process. Already, two County Boards of Supervisors and numerous citizens 
have contacted my office expressing concerns about the inaccuracy of the data being used in the 
preliminary maps. 

They have also pointed out that less accurate data is being used for the current Flood Insurance 
Study than was used in the previous one performed in 1991. Unfortunately, in this process, the 
onus to disprove the preliminary DFIRM, and the cost to do so, is on the community and affected 
homeowners. 

The second community is the City of Cedar Rapids, Iowa. This community’s final map took 
effect on April 5, 2010 and the preliminary DFIRM was released in December 2008. 

My office was contacted by many different homeowmers in three separate areas of town who had 
no idea the map modernization effort was even going on in their community and were only made 
aware of it after receiving a letter in February 2010 from the city informing them their 
positioning in a flood risk zone would take effect in April 2010. 
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While I understand that FEMA is required to place a notification in a prominent local newspaper 
and that the majority of the onus for notifying homeowners is on the local participating 
governments, surely Congress can require FEMA to do better than a one-inch box in the legal 
notice section of one newspaper in the community. 

This notification problem could likely easily be resolved by requiring FEMA to provide notice to 
a prominent television or radio outlet in addition to the prominent local newspaper like they 
already do. I can’t imagine it is too difficult to send one more legal notice than is already 
required. We could also examine how to encourage and assist communities to get the word out in 
a more efficient way. 

In addition to the notification problem the City of Cedar Rapids experienced, many of these 
homeowners are currently appealing their status in a flood risk area which again brings up the 
issue of the accuracy of these maps and the onus being placed on communities and homeowners 
having to foot the bill to disprove the data. 

I certainly believe that flood insurance is one of the most important investments a homeowner 
can make but also believe that homeowners should have a fair opportunity to participate in the 
established process of modernizing flood maps that will ultimately affect their home’s value and 
should not have to be burdened with disproving the data that is being used. 

I would also like to enter for the record a letter 1 am sending to FEMA and the US Army Corps 
of Engineers in collaboration with Congressmen Phil Hare, Sam Graves, and Blaine 
Luetkemeyer along with over 50 additional Members of the House, that expresses a number of 
concerns we have with the map modernization process and asks FEMA and the Corps to detail 
what steps have been taken to address these concerns. 

1 hope the Subcommittee will take some of these ideas and also some of the concerns expressed 
in this letter into account while w'orking to reauthorize the National Flood Insurance Program. 

As a Member of Congress from a state that experienced devastating flooding in both 1993 and 
2008, 1 understand the importance of the National Flood Insurance Program for homeowners but 
also realize the importance of making sure FEMA gets it right. 

I look forward to working with you to improve the NFIP and thank you again for this 
opportunity. 

Sincerely, 


Dave Loebsack 
Member of Congress 


Enclosure; 
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The Honorable Craig Fugate 
Administrator 

Federal Emergency Management Agency 
500 C Street, SW 
Washington, DC 20472 


The Honorable Jo-Ellen Darcy 
Assistant Secretary for Civil Works 
U.S. Army Corps of Engineers 
441 G Street, NW 
Washington, DC 20314 


Dear Administrator Fugate and Secretary Darcy, 


As Members of Congress, we recognize that the U.S. Army Corps of Engineers (USACE) and 
Federal Emergency Management Agency (FEMA) have distinct but complementary roles in 
flood prevention and recovery at the local level. Recent hurricanes along the Gulf coast and 
flooding in the Midwest and Northeast regions have renewed the country’s focus on preventing 
the loss of life and property, and FEMA is addressing the issue through the Flood Map 
Modernization Program. Updating our nation’s Flood Insurance Rate Maps (FlRMs) is an 
important task and we support efforts to better inform and educate residents about flood risk in 
their communities. However, we are very concerned about the way USACE and FEMA have 
approached the process and the challenges that have been created for affected communities. 

We represent a diverse population with a variety of problems that have arisen as the FIRMs have 
been updated. Our constituents have expressed several concerns about the flood mapping 
program, including: 

. A lack of communication and outreach with local stakeholders; 

• A lack of coordination betw'een FEMA and USACE in answering questions about flood 
mapping, flood insurance and flood control infrastructure repairs; 

t A lack of recognition of locally funded flood control projects when determining flood 
zones; 

. The affordability of flood insurance; 

. Inadequate time and resource to complete repairs to flood control structures before 
flood maps are finalized; 

. Lack of consideration to extend deadlines for locally-funded flood control projects who 
work in good faith to make progress toward improvements; 

• Limited use of LiDAR mapping as available, and the reluctance to postpone finalization 
of floodplain maps if LiDAR information is to be available within one calendar year of 
proposed deadline; 

• The potential impact that new flood maps may have on economic development, 
particularly in small and rural communities; 

. Inaccuracy of DFIRM data and the onus placed on homeowners and communities to 
provide accurate data; and 

. Lack of coordination between FEMA and USACE on levee recertification. 


Additionally, you may be aware that many of us have attempted to address these issues on 
multiple occasions in the past. However, the underlying problems with regard to the Flood Map 
Modernization Program have yet to be resolved. It is our hope that we are able to work together 
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to find solutions to the overarching problems that our constituents are facing. If legislative 
solutions are called for, we would welcome your guidance. 

We would also like to thank you for testifying before the House of Representatives several times 
over the course of the 1 1 1 Congress. Our understanding is that a bipartisan group of Senators 
has also recently contacted you with similar concerns. Because the annual flooding season is 
approaching and time is of the essence, we respectfully request a timely response to this letter 
indicating what actions have been completed or are currently being taken by FEMA and USAGE 
to address the above-mentioned concerns of our constituents. If you have any questions or 
would like to discuss the issue with our staffs, please do not hesitate to contact us. Thank you 
for your attention to this matter and we look forward to hearing from you. 

Sincerely, 


Phil Hare Sam Graves David Loebsaek Blaine Luetkemeycr 

Member of Congress Member of Congress Member of Congress Member of Congress 
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Testimony of the Honorable Doris O. Matsui 

Housing & Community Opportunity Subcommittee hearing: “Legislative Proposals to Reform 
the National Flood Insurance Program” 

Wednesday, April 21, 2010 at 2:00 PM 

Estimated time: 5 minutes 

I thank the Chairwoman... my friend from California, Ms. Waters... & 
Ranking Member Capito for allowing me the opportunity to testity 
before the Subcommittee today. 

And to thank them for scheduling consideration of the Flood 
Insurance Reform Priorities Act tomorrow. 

This legislation, which I am pleased to cosponsor, would reform the 
National Flood Insurance Program (NFIP)... and contains language - 
H.R. 1525 -that I authored... that would provide technical changes 
to federal flood zone designations. 

I would also like to thank Chairman Frank and Ranking Member 
Bachus for their continued advocacy for H.R. 1 525. Both of 
them.. .and their incredible staffs.. .have been invaluable during this 
process. 

Additionally, I am grateful to FEMA for collaborating with Congress 
to craft a number of NFIP modifications. 


Page 1 of 5 
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From my hometown of Sacramento. ..to the Louisiana bayou. ..to the 
plains of the Midwest.. .communities are improving their flood 
protection infrastructure in order to keep Americans safe and 
secure. 

However, as we work to conform to changing dynamics of federal 
standards, these communities are seeking clarity as they work to 
meet Federal regulations. 

Public safety is my absolute number one priority. 

H.R. 1 525, which was approved last summer by the House as part of 
the National Flood Insurance Program Extension Act,... would give 
communities clarity so they can continue to improve flood defenses. 

Specifically, this legislation would update current law to take local, 
state, and federal funding into account when determining flood zone 
designations. 

Sacramento residents and the State of California have devoted 
hundreds of millions of dollars toward flood protection. 
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It is crucial that this investment be recognized by the Federal 
government. 

FEMA needs to identify the contributions made by the States and 
Cities... when they review the progress made on federal levees as 
they determine an area’s flood designation. 

For example, on one project... in the Natomas Basin... by next year 
the State and local governments will have spent more than $350 
million over the last five years on levee improvements... WITHOUT 
acknowledgement from FEMA In the remapping process. 

Protecting our constituents from the dangers of floods requires a 
comprehensive approach. Local communities. ..states. ..and the 
Federal government must ail be thoughtful and committed partners. 

With regard to another issue I would like to raise... I believe that it is 
equally important to note that since Hurricane Katrina... FEMA has 
issued new Flood Insurance Rate Maps (FIRMs) in many parts of the 
country. 
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in my district, those maps placed an area in an AE flood zone... and 
triggered the Federal requirement to carry flood insurance for more 
than 1 5,000 homeowners. 

There is no doubt that the Natomas Basin, like most of Sacramento, 
is at risk offloading... as it lays at the confluence of two major rivers. 

But as I noted earlier, the Sacramento Area Flood Control Agency 
(SAFCA) is working with the Corps of Engineers... and the California 
Department of Water Resources to implement an aggressive and 
ambitious levee improvement plan... to achieve a 200-year level of 
flood protection. 

While these efforts are ongoing,., flood insurance has become 
mandatory... and costs homeowners more than $1,250 annually. 

This is nearly four times the PRP rate. 

While I have always urged homeowners in floodplains to purchase 
flood insurance... I have serious concerns about families being 
forced to incur higher insurance rates during an economic 
recession. 
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Increased rates on top of the annual flood protection assessments 
that many residents are paying each year compounds this problem. 

I am pleased that the legislation to be considered by this Committee 
tomorrow would phase-in rates for newly mapped areas. 

This provision is a good start... but I would respectfully encourage 
the Committee to work with FEMA to offer reduced flood insurance 
premiums to those areas that have ALREADY been remapped... or 
implement other policies that would ensure the affordability of flood 
insurance rates. 

In doing so, the Committee would make certain that responsible 
homeowners across the country... continue paying into the NFIP... 
without adding risk to the floodplain. 

Thank you again for letting me address the Subcommittee. I look 
forward to continuing our ongoing efforts to improve flood 
protection. 

I yield back my time. 
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STATEMENT FOR THE RECORD 
THE HONORABLE ADAM H. PUTNAM 

SUBCOMMITTEE ON HOUSING AND COMMUNiTV OPPORTUTSITY 
Legislative Proposals to Reform the National Flood Insurance Program 

APRIL 21, 2010 


Not since 2004, has Congress reformed and passed a long-term reauthorization of the National Flood insurance 
Program (NFIP). In fact, since 2008, the NFIP has beea temporarily extended five times. 

i }ver the past several years, the NFIP has continually been placed on the Government Accountability Office 
(GAO) “high-risk” list of government programs, due to its vulnerabilities to fraud, waste, abuse, and 
mismanagement. Specifically, NFlP’s existing debt of more than $18 billion from Hurricanes Katrina, Rita, 
and Wilma in 2005 , continue to raise great concern. Due to lack of reform and financial stability, this is a debt 
that the NFIP is in no position to repay. 

Florida is the seventh largest state in terms of flood insurance claims and according to the National Weather 
Service, more than one-third of the country is in danger of flooding this time of year. Given that the NFIP is 
already the largest single-line property insurer in the nation, providing coverage for more than five million 
properties, it is my hope that Congress acts to modernize and reform this Program, not grossly expand it, further 
exposing taxpayers to greater risk and placing the Program in greater peril. 

As we continue to review proposals to reform the NFIP, it is important to note that both the non-partisan GAO 
and the non-partisan Congressional Research Service (CRS) have put forth policy opportunities to address the 
current financial and management challenges of the NFIP that are important to consider as Congress aims to 
reform the Program. 

in a repot! (GAO-08-504) that analyzed the effects of combining federal flood insurance with a wind insurance 
program, the GAO found, among other concerns, that combing Rood insurance with wind insurance would 
create immense challenges for the Federal Emergency Management Agency (FEMA). The report also stated 
that FEMA would need to overcome its solvency issues, management and oversight challenges, and ensure 
appropriate staff and procedures are in place prior to governing any expansion of the NFIP. 

Further, CRS has suggested reforms that include a gradual phase in of actuarial rates, issuing long-term flood 
insurance contracts (LTFI) coupled with mitigation loans to encourage investment in risk-reduction measures, 
and shifting flood insurance back into the private sector. 

NFIP faces a series of financial and management challenges. The future .success of the NFIP will hinder on 
reform that includes comprehensive policies that help stabilize the long-term finances of this program, not 
reform that includes multiple peril insurance, further exposing a troubled Program to greater debt and risk. 

I would also like to submit two letters for the record sent to Chairman Frank during the 1 10’'’ Congress, 
highlighting concerns that Congressman Browm- Waite. Congressman Feeney and I shared regarding the 
inclusion of multiple peril insurance and the need to reform the NFIP, not expand it. 
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Cuugrtss iif Hie IhiiteiJ Stales 

lUavihiuntow, IKL' 2U5Ki 


.filly 18,2007 


fhe Honorable Barney Frank 

Chairman, Commiliee on Financial Services 

HS House ofRcprc-scnUitivcs- 

2129 Rayburn House OFfice Buikiin” 

Washington. D.C. 20515 

Dear Cliairmun Frank; 

Wc appreciate Congressman (ionc Taylor's attempt to help all oT those ulTectcd by nature's wrath. No one in 
this I louse wants to be as unprepared as we were lur Hurricane Katrina, and as Mcnihers of the (dorida 
ciclegation we recogni/c changes must l)e made in how business and lionieownei s are insiiied. 

I lowever. wc have grave eoncerns over the ha.sie in which the Majority is moving H.R. n20. the Mniliple Peril 
Insurance Act. This coinmitlee has been attempting to reform (he National T'iood Insuranee Program Tor 
several years and wc still cannot agree on what measures to lake. Yet I I.R. 920 only received two hearings 
and Is now being incorporated into the Hood rcauthorizalion legislation you arc dialling, vvith Committee 
Members expected to vote on it before August recess. There are too many questions surrounding this measure 
to move this bill that quickly. 

Florida’s insurance problems are different from those of Mississippi and other GulTCoasl states. Our 
constituents have an nvaiiability and alTordability problem, and our slate leaders are having a hard enough 
problem creating an attractive market for insurers. We remain concerned over how the federal government 
providing wind coverage would help in those endeavors. 

Our biggest concern is that Florida will be further ostracized from the national Insurance market tinder this 
bill. The supporting documents provided to the committee claim that only coastal comnumilics would have 
an incentive to purchase Ihe wind and flood policy provided under H.R, 920. Drafting legislation to benetU 
only coastal commiinliies does not reduce costs to policyholders. Considering the State of Florida as a whole 
could be considered a coastal community, this type of policy would further remove our constituents from the 
national insurance pool. 

Moreover, we have serious concerns that H.R. 920 unfairly and inadvertently penalizes those who do not 
purchase a wind and flood policy from the federal government. I f.R. 920 allows home and business owners to 
purdia.se wind policies only if they purchase a flood policy. Those who do not need a flood policy will either 
be left to the private market, and thus a smaller insurance pool with higher rates, or will be forced to purciiase 
coverage from the federal government they do not need. 

Additionally, while wc appreciate that H R. 920 requires rates to be risk-based, this causes unique problems 
for our constituents. Florida’s sound, actuarial rotes are exorbitant and have been since 2004. For this reason, 
litc insurer of last resort, Citizen's Insurance, ha.s absorbed the majority of Floridians, and ha.s become one of 
the larges! insurers in the nation. Citizen’.s Insurance, holding the majority of the stale's risk, has had to 

CN PtCYClEC PA/'ifl 
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sijb‘?idi<fe rates by purchasing more reinsurance and borrowing up lo $10 billion because Floridians cann<n 
afford the actual cost of properly and casually insurance. Therefore, we have no reason lo believe that 
Floridians \\ould be able to afford a policy under U.R. 920. 

Finally, wc are concerned over the ramifications of this bill for all Americans. The Federal Emergency 
Management Administration and the NFIP are wrought with inefficiencies and controversy. The NFIP is 
almost $20 billion in debt, and pays $900 million per year in interest on that debt. In 2004, FEMA took up to 
six month.s to pay a claim; then in 2005, they over compensated and paid over $1 billion in wasteful, 
fraudulent claims. The fiootl maps for the NFIP am so outdated, millions of homeowners should probably be 
purchasing Hood insurance, but they are ill advised. This was one of the biggest lessons learned in the wake 
of i iunicanc Katrina. Members hove no assurances that the same antiquated system w'iii not pievail for winri 
policies under this bill, I hcrcfore, while we appreciate that the some of the 'wind vs. Hood ai giiment” may 
be quelled under H.R. 920. we are not confiilcnt policyholders will be better served. 

Neither (J.AO nor CRS have provided the committee any studies on this issue; nor does indu.stry evidence or 
even anecdotal evidence e.xisl to suggest that tlie program under H.K. 920 would provide a better solution lo 
Americans. Only hypothesis and suppositions are provided in the supporting documents to the committee on 
} i.R. 920. Viembers have had less than six months lo vet this bill with the industry, with our .state regulators, 
and most importantly, w itii our consiiliicnls. Wc simply neetl more lime bclorc wc are exjx;eicd to make a 
decision on this bill. 

N.K, 920 raises more concerns as oppo.scd lo tiffcring u viable* solution. Before we move any further, wc urge 
you to allow Members, the experts, and consliment.s to study this issue further. 

Adam Putnam 
Member of Congress 


Sincerely. 


- ii- > 

Ginny BroAn-Waite Tom Fcenel 

Member of Congress Member of Congress 



GnW;aw 

CC: The Monorable Maxine Waters 
The Honorable Spencer Bachus 
The Honorable .(udy Biggcrl 
The Honorable Gene Taylor 
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Cottgrcs0 of tl|c totfeii States 
agaeiihigtoii. m. 20S15 


June 9. 2008 


I'lie Uoijorabk Barney Frank 
Chairman, Committee on 1-inaticial Ser\’ices 
United States House of Representatives 
2129 Rayburn House Office Building 
Washington. D,C, 20515 


Dear CItaimian Frank'. 


It is our understanding that you "will soon reciuest that Speaker Peiosi appoint conferees to work 
out the diffcrencca between the Home and Senate pii-ssed versions ofH.R. 3121. the Flood 
Insurance Reform and Mtalernization Act, 


As we have previously sliared, we have .serious concerns regarding the inclusion ol'muitiple peril 
insurance in the House passed version of 11, R. .3121. 1 he implications that multiple peril 
insurance would have on the Slate of Floriila are critical and wc reciuest. your careful 
consideration that it tioi he included in the Conference Report for ii.R, ,3121 

As- yott kitow, the noitparlisan Governmenl Accountability Office (OAO) recently published a 
report (CiAO-OS-SOd I analyzing the effects of combining federal Hood iiisuraitce vvHit a wind 
insunmee program. The report found, among other concerns, that combining Hood insurance and 
wind insurance Would create vast challenaes for the Ifodcral limcrecnev Management Agency 
(FEMA). 

Specifically, the report cited “I-HMA would nec*d to determine wind hazanl prevention standards 
that communitic.s wottid have to aiiopt in order to receive coverage." us well us ‘adapt existing 
programs to accommodate wind coverage.” In addilion. because the process for setting flood 
insurance rates is different for .setting wind coverage, “FE-MA vrotikl need to create a new rate- 
setting process." FEMA would also need toxwcrcome its solvency issues, managemenl and 
oversight challenges, and emsiirt' the appropriate staff and procedures arc in place prior to 
governing any expansion of the National Fiotid Insurance Program (NFIP). 

Further, the GAO maintains the NFIP’s presence on its Ii.st of 2008 government program.s and 
operaliotis at "high ri.sk." flic program also remains in debt to the Treasury having bomnved 
over ,$17 billion to pay ibr events of 2005. Congress owes a duty to our constituencies to not 
expand this program, but to initiate the reforms titat are necessary to ensure its stability artel 
ability to effectively provide llootl insurance to those llmt need it mo.st. 

1 he private market already offers wind insurance and some slate,s ev'eti have wind pools. Adding 
w ind coverage could make the NFIP one of the world’s largest underwriters and, as a high risk 
program, would most likely need reinsurance, VVe believe this is too much imcertaimy to be 
asking policy holders and ta.xpayers to subsidize. 





Ctairman Barney Frank 
June*?, 2008 
Page 2 
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Moreover, as vve describtxl in a lelter sent to you last July, multiple peril insurance would 
unfairly jKnallzc Floridian’s that .select to not purelase both a Hood and wind policy from a 
federal government program. The letter slated that, "'rhose wlio do not need a flood policy will 
either be left to the private market, and thus a .smaller insurance (wo! with higher rates, or will be 
forced So purcha,se coverage from the federal goveraroent they do not need." 

During the 109'*' Congress the Hou-se overwhelmingly supported H.R. 497,1. legislation that 
would refbrni the NFiP and that passed by ahipartisan vole of4l6-4. While we support the 
icform of our imtion's flood insurance program, we caution the serious threat posed to taxpayers 
through expanding the N.1TP to include a wind insurance program that would dually compromise 
the cxi.sting program and increase its risk. 


1 1 Congre.ss truly wants to help consumers and guarantee they receive the coverage they deserve, 
then vve should pass Ifgi.slntion that would provide them with the catastrophic backstop they need 
without reducing consumers’ insurance options and exposing the taxiMyers to greater financial 
risk. 


Sintx'rclv, 



~CJinny^fr^n-W afte 
Member « Congress 


l-ecney 
Member of Congress 


AMPtbrm 

Enclosure 

cc; The Honorable Spencer Bachiis 



Adam H. Putreini 
Member of Congress 
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Opening Statement of Congressman Steve Scalise 
House Committee on Financial Services 
Subcommittee on Housing and Community Opportunity 
Hearing on H.R. 1264, the Multiple Peril Insurance Act of 2009 
April 21^2010 

Thank you Chairwoman Waters, Ranking Member Capito, and distinguished Members of the 
Subcommittee. 

I appreciate the opportunity to testify before your subcommittee on H.R. 1264, the Multiple Peril 
Insurance Act. This bi-partisan legislation has 22 cosponsors, and makes critical reforms that are 
important to the people of South Louisiana. By adding multiple peril coverage, which includes wind 
and hail, to the National Flood Insurance Program, homeowners will have greater protection against 
damage caused by hunicanes and other storms. Adding wind and hail coverage to the NFTP will give 
the people of my district the peace of mind that their homes, businesses, churches, and schools will be 
protected in the face of catastrophic storm damage. I commend Congressman Gene Taylor for his 
leadership and diligence on this issue. 

I am proud to join with Congressman Taylor in championing this bill so that no American has to 
experience what the people of the Gulf Coast went through after Hurricane Katrina. We in South 
Louisiana have to live with the threat of these massive hurricanes every year, but we shouldn’t have to 
live without protection from future storms. 

As this subcommittee well knows, after Hurricane Katrina, many homeowners found themselves 
stranded with no payments from their insurance companies. Many homeowners were forced to sue their 
insurance companies in order to recoup any money from their policies. Some insurance companies 
overbilled the NFiP for flood damage while denying homeowners on wind damage payments. After 
Hurricane Katrina hit, many private insurance companies refused to write any policies that included 
wind coverage. Forty-six thousand people were forced into Louisiana Citizens Property Insurance 
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Corporation, the state’s high risk pool, and Louisiana was forced to borrow SI. 4 billion in order to 
reinsure these additional policies. Dumping policies into state insurers of last resort is not an effective 
or efficient solution to the need for wind insurance. 

Thousands of homeowners who purchased both a wind policy as well as flood insurance found 
that neither policy wanted to pay even though they were covered for both. That is because if some 
damage was caused by wind and some caused by flood, it was up to the homeowner, in many cases, to 
prove whether wind or water came first. This added insult to injury for thousands of homeowners who 
lost everything to the storm and just wanted to get their homes repaired. Yet many had to take their 
insurance companies to court just to enforce the policies they had been paying premiums on for years. 

This important legislation takes vital steps to implement lessons learned and prevent history from 
repealing itself. Our current system creates an inherent conflict of interest between private insurance 
companies and the federal government over who pays what when both water and wind cause damage. 
This legislation eliminates that conflict by providing homeowners with the option to purchase one multi- 
peril policy for both wind and water. No longer will homeowners be forced into state mn wind pools 
when private insurance companies refuse to write wind coverage. 

Adding wind and hail coverage to the NFIP allows us to spread the risk geographically and in a 
much more efficient manner. State run wind pools concentrate the risk* a large portion of those with 
policies through the state pool could all be affected by the same disaster, thus making it very difficult for 
a state run pool to build up enough reserves to pay in the event of a major disaster. This problem is not 
limited to the Gulf Coast alone though. Wind damage is a risk all along the coastal United States, and it 
is important to note that fifty-five percent of American citizens live within fifty miles of the coast. 
Clearly, this is an issue that affects all Americans, not just on the Gulf Coast. 
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I recognize that some Members may be concerned that this bill puts American taxpayers on the 
hook for coastal disasters. To the contrary, this legislation is designed to be acluarially sound. 

According to the Congressional Budget Office, the legislation would pay for itself through the premiums 
that would be assessed. Another important component of this bill is the addition of loss of use coverage. 
After Hurricane Katrina, the federal government paid out $34 billion in disaster housing assistance 
alone. Adding loss of use coverage would further reduce reliance on the federal government for disaster 
assistance in the face of catastrophic damage. This bill alleviates some of the burden on taxpayers, as 
opposed to adding to it by relying on disaster assistance that is often expensive and subject to fraud. 

It is time to enact real reform so that homeowners have comprehensive hurricane insurance 
protection. Enacting refomis to NFIP will allow us to move forward with a five year extension and put 
an end to these short term extensions that expire when Congress fails to act. Chairw'oman Waters’s bill 
is a step in the right direction towards a full five year rcauthorization, and I look forward to continuing 
to work towards this goal. As we approach hurricane season, enacting these refonns and passing a long 
term extension becomes more critical every day. 

The ultimate goal of our region is to build a comprehensive hurricane protection system that 
allows us to look back at Katrina and say, “never again”. 

Again, I appreciate this opportunity to testify before the subcommittee. I would also like to 
thank the subcommittee for its efforts, and look forward to working with you in the future to achieve this 
fundamental goal. 

Thank you and I yield back the balance of my time. 
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BEFORE 


THE UNITED STATES HOUSE OF REPRESENTATIVES 
COMMITTEE ON FINANCIAL SERVICES 
SUBCOMMITTEE ON HOUSING AND COMMUNITY OPPORTUNITY 

“LEGISLATIVE PROPOSALS TO REFORM THE NATIONAL FLOOD 
INSURANCE PROGRAM” 


APRIL 21, 2010 


Thank you, Madam Chairman, for holding this hearing and for all of your assistance to 
me and the people of Mississippi and Louisiana since Hurricane Katrina. I know that 
you personily have been to the Gulf Coast at least three times to hold field hearings and 
to meet with local citizens, and I sincerely appreciate your efforts and support for our 
recovery. 

As you know, the House passed a very good flood insurance reform bill in 2007 that 
included my legislation to create an option for coastal property owners to buy wind and 
flood insurance from the National Flood Insurance Program. The Housing 
Subcommittee under Chairman Waters and the Oversight and Investigations 
Subcommittee then under Mr. Watt held six hearings about the handling of Katrina 
insurance claims and about the need for a much better insurance option to cover 
hurricane losses. 

Unfortunately, we were not able to convince the Senate or the Bush Administration to 
take the issue seriously, so the House reform package died at the end of the 110* 
Congress, We are back three years later. The fundamental problems in the flood 
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program still have not been addressed and the coastal insurance crisis has spread to 
more states. 

There are three simple reasons why coastal residents, federal taxpayers, and state 
governments need Congress to enact H.R. 1264, the Multiple Peril Insurance Act. 

First, home owners and business owners in coastal communities need to be able to buy 
hurricane insurance that will cover hurricane damage without needing to hire lawyers 
and engineers to engage in prolonged disputes over what portion of the damage was 
caused by flooding and what portion was caused by wind. As long as wind and flood 
coverage are in separate policies, there will be gaps in coverage and disputes over 
causation after hurricanes. 

Second, federal taxpayers need coastal home owners and business owners to pay 
premiums for hurricane insurance that will promptly and efficiently cover hurricane 
losses so that the taxpayers do not have to pay billions of dollars in rental assistance, 
FEMA trailers, home repair grants, subsidized loans, and tax deductions after a 
hurricane. Every property loss that is uninsured or for which payment is delayed or 
denied, ends up being subsidized in some way by federal disaster assistance. 

Third, the Gulf and Atlantic states need the federal government to set up a hurricane 
insurance pool that will spread hurricane insurance exposure over a large geographical 
area to replace the state-by-state pools that concentrate the exposure in local areas. In 
just the past four years, insurance companies have dumped more than $300 billion in 
coastal insurance exposure into state-sponsored high-risk pools. These single-state 
pools cannot build up sufficient reserves for a major hurricane that would hit a large 
portion of the pool at one time. 

Under the current insurance system, the National Flood Insurance Program relies on 
insurance companies to sell federal flood insurance policies. That is a good idea because 
then we do not need to hire federal insurance agents. However, GAO has found that 
NFIP overpays insurance companies by hundreds of millions of dollars in administrative 
subsidies. Congress should enact all ten GAO recommendations to reduce the 
administrative payments and to improve the oversight and accountability of the 
operating subsidies paid to the Write Your Own companies.’ 

Unfortunately, that is the least of NFIP’s problems caused by its failure to provide 
adequate oversight of the insurance companies. The flood program also allows the 
insurance companies to adjust flood claims after a hurricane and determine how much 
damage to blame on flooding and bill to the federal taxpayers and how much damage to 
blame on wind that is covered by the insurers’ own policies. GAO correctly described 
this arrangement as an “inherent conflict of interest.”” 


' U.S. Government Accountability Office (GAO). Flood Insurance: Opportunities Exist to Improve Oversight of the 
WYO Program, GAO'09-455 (Washington, D,C.: August 2009). 

^ GAO, National Flood Insurance Program: Greater Transparency and Oversight of Wind and Flood Damage 
Determinations Are Needed, GAO-08-28 (Washington, D.C.: December 2007). 
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GAO also found that FEMA did not require the insurance companies to explain their 
procedures for identifying, apportioning, or quantifying the damages caused by flood or 
wind on properties that experienced both perils. GAO recommended that Congress give 
FEMA clear statutory access to the wind claims files for properties with both wind and 
flood damage, and require the insurance companies to document their procedures for 
adjusting cases where both perils contributed to the damage.3 

I urge Congress and the Administration to enact the GAO recommendations but 1 do not 
believe that they go far enough. The “inherent conflict of interest” that insurance 
companies have under the current system cannot be managed or mitigated. 

In fact, the GAO report barely scratched the surface of the many ways that insurance 
companies shifted their liabilities to the federal taxpayers. Several of the largest insurers 
in the country implemented an extreme interpretation of their “Anti-Concurrent 
Causation” clauses, attempting to deny any coverage of wind damage if flooding also 
contributed to the damage later. 

Two weeks after Katrina, State Farm sent a memo to its adjusters with the instruction 
that “Where wind acts concurrently with flooding to cause damage to the insured 
property, coverage for the loss exists only under flood coverage.”'! 

State Farm’s adjusters spent the first month after the storm driving around South 
Mississippi handing out flood insurance checks from federal taxpayers, but made no 
attempt to determine the amount of vdnd damage or to prove the amount of flood 
damage. When State Farm did send engineers to estimate the cause of damage at some 
of those properties, the engineers were given instructions that they not divide the loss 
between wind and flood, and coerced and threatened them to blame it all on flooding. 

These tactics and actions have been exposed in case after case after case in the past four 
years, but NFIP, FEMA, the Department of Homeland Security, and the Department of 
Justice have done nothing to step up and protect policyholders and taxpayers. 

Although the interpretation of Anti-Concurrent Causation language was the central legal 
issue in thousands of cases, it took four years of delays, appeals, and settlements, before 
we finally received a definitive legal interpretation by the Mississippi Supreme Court. In 
Corban v. USAA, the state Supreme Court ruled that damage caused by wind before any 
flood damage should be covered by the wind insurance policy, not by the flood insurance 
policy. The Court also confirmed that the insurance company has the burden to prove 
that the loss is excluded or else pay the claim. 

During oral arguments in the Corban case. Nationwide was permitted to appear as an 
interested party. Nationwide’s attorney, Christopher Landau, argued that the sequence 


^ GAO, National Flood Insurance Program: Greater Transparency and Oversight of Wind and Flood Damage 
Determinations Are Needed, GAO-08-28 (Washington, D.C.; December 2007). 

^ Wind/Water Claim Handling Protocol memorandum to State Farm Claim Associates handling CAT PL in the 
Central and Southern Zones from Property and Casualty Claim Consulting Services, September 13, 2005. 


3 



66 


of the wind and flood damage did not matter because of the Anti-Concurrent Causaflon 
clause. 

Mississippi Supreme Court Justice Randy “Bubba” Pierce had this exchange with 
Landau: s 

JUSTICE PIERCE: So you’re sequencing, if 95 percent of the home was destroyed, and 
then we have the event of the storm surge, then you would not pay a dime? 

MR. LANDAU; Your Honor, if we prove that the storm surge was sufficient to cause - we 
have that burden, again, and that is absolutely crystal clear. 

If we can prove that the storm surge was sufficient to cause all of this, it is no answer then 
to say, Teah, but Tm going to show it — Tm going to have somebody come in and say, 

“Look, guess what, the window was broken before the storm surge came and then wiped 
away the whole house. 

But you don’t get into those kinds of issues precisely because of the sequencing of the 
damage. 

JUSTICE PIERCE; So you wouldn’t pay a dime? 

MR. LANDAU: If - again, we wouldn’t pay a dime for things where we can carry our 
burden, which is right there in the policy, of showing that the loss was caused 
concurrently - 

JUSTICE PIERCE: Tm giving you — the example is 95 percent of the home is destroyed, 
the flood comes in and gets the other five percent, and you know that. 

Does your interpretation of the word “sequence” mean you pay zero? 

MR. LANDAU: Yes, your Honor. 

It took four years to officially reject that ridiculous argument and get a common sense 
interpretation of the most important point of law because the insurance companies were 
able to move the thousands of cases to federal court and then bog down those courts 
with motions about anything and everything except the facts and the law central to the 
cases. Whenever it appeared that a case might come to trial and provide a useful 
precedent for other cases, the defendant insurance company would settle it 
confidentially. 

While I have great respect and admiration for Judge L.T. Senter, Jr., who has spent the 
past four and half years dealing with many of these cases in South Mississippi, the fact is 
that the federal court system failed after Katrina, The insurance companies have been 
allowed to carry out an obvious legal strategy whose goal was to delay disaster victims 
their day in court in order to wear them down so they would accept settlement offers. 

Many of the people who were denied coverage eventually reached settlements with their 
insurance companies, but the years of denials and delays were very costly to the federal 


^ Oral Arguments before the Mississippi Supreme Court, Corban v. VSAA. 
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taxpayers. Congress and the federal government did not sit idly by while hundreds of 
thousands of citizens were left homeless by Hurricane Katrina. 

While many people have commented about the fact that the National Flood Insurance 
Program paid more than $i6 billion in claims from Hurricane Katrina, almost no one 
has noted the fact that the federal government spent more than twice that much, 34.5 
billion dollars, providing rental assistance, FEMA trailers, grants, and loans for home 
repairs. 


Federal Disaster Housing Assistance to Residents Displaced by Katrina 


FEMA Housing Assistance Payments* 

$ 4 , 287 ,. 388 , 6 q 8 

FEMA Manufactured Housing Costs? 

$7,172,714,484 

HUD CDBG Housing Grants* 

$15,437,876,000 

SBA Disaster Home Loans* 

$7,610,787,000 

TOTAL HOUSING ASSISTANCE 

$34,508,766,182 


A significant part of those costs should have been paid by insurance or could have been 
avoided if residents had insurance policies that would have covered their hurricane 
losses without disputes or gaps in coverage. 

Homeowners insurance policies generally have coverage for “loss of use” or “additional 
living expenses” that will provide some amount of temporary living expenses if a 
policyholder is displaced because of a covered loss. When the insurance companies 
denied wind coverage, the denial also precluded coverage of living expenses. The flood 
insurance program does not provide coverage for loss of use or business interruption. 
Those coverages should be added to NFIP. 

With many people displaced by Hurricane Katrina, FEMA immediately provided $2,000 
per household. Because of the scope and severity of the property losses from Katrina, 
FEMA housing assistance grew into a long-term rental assistance program that ended 
up costing almost $4.3 billion. 

In mid-September of 2005, President Bush came to New Orleans and announced that 
the federal government would provide a trailer to anyone who lost their home from 
Katrina. FEMA eventually paid more than $7 billion to provide 140,000 trailers. Many 
of the 42,000 trailers in Mississippi provided temporary housing for residents whose 
insurance claims had been denied and were waiting for their day in court. 


® FEMA, Disaster Relief Fund: Monthly Status Report. Fiscal Year 2010 Report to Congress, March 15, 2010. 

’ ibid. 

® GAO, Gulf Coast Disaster Recovery: Community Development Block Grant Program Guidance to Slates Heeds to 
Be Improved, GAO-09-541 (Washington, D.C,: June 2009). 

^ Bnice R. Lindsay, Congressional Research Service, unpublished data from SBA 
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In the meantime, many homeowners who had uninsured or insured-but-unpaid losses, 
took out low-interest disaster loans from SBA to repair or rebuild their homes. SBA 
made more than 100,000 disaster home loans for a total of $7.6 billion in Louisiana, 
Mississippi, and Alabama. 

In the December 2005 Supplemental Appropriations Act, Senator Thad Cochran of 
Mississippi helped get the first appropriation for the Community Development Block 
Grant funds that would become the Road Home Program in Louisiana and the 
Homeowner Assistance Grant program in Mississippi. The concept for that program 
originated in the House Financial Services Committee with then-Ranking Member 
Barney Frank and his staff helping me draft a bill to provide assistance for the 
thousands of people whose homes flooded but who did not have flood insurance at least 
in part because they were not in a Special Flood Hazard Area according to the flood 
insurance maps. 

Our bill would have paid disaster assistance to these homeowners through the National 
Flood Insurance Program in exchange for a covenant attached to the deed requiring 
flood insurance in perpetuity. Our proposal was opposed by the Bush Administration 
and Republican House leaders, but Senator Cochran was aisle add CDBG funds so that 
the states could create their own housing assistance programs. 

While both states obligated residents to purchase flood insurance as a condition of the 
grants, I am concerned that neither the states nor the NFIP are actively enforcing the 
requirement. 

In Mississippi, Phase I of the Homeowners Grant awards were based on the amount of 
uninsured loss, but capped at the amount of homeowners insurance in force at the time 
of Katrina. This was designed to assist homeowners who believed that they had insured 
their properties for a hurricane. However, this program served to take a lot of the 
pressure off of the insurance companies to pay on their wind claims. 

The Road Home Program in Louisiana was a larger program with different criteria, but 
it also relieved a lot of pressure on the insurance companies by proving grants for 
uninsured or unpaid losses of people who did not collect in full on their insurance 
policies. Overall, the CDBG grant programs provided more than $15.4 billion in housing 
assistance grants, almost as much as the total of flood insurance claims payments. 

Those four programs, rental assistance, FEMA trailers, SBA loans, and CDBG grants 
total more than $34.5 billion in direct assistance to homeowners and displaced renters. 
There also were billions of dollars of casualty loss tax deductions and other tax relief for 
homeowners. In additions, FEMA has provided billions of dollars of assistance to local 
governments and Congress has waived the local cost-shares and provided for the 
forgiveness of Community Disaster Loans because the property tax base still has not 
recovered. A large portion of those federal costs are the direct result of the gaps in 
insurance coverage. 
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The spokesmen for the insurance industry defend its performance by saying that 
insurers paid more than $41 billion in claims from Katrina. What they rarely admit is 
that the majority of the money was paid on large commercial claims, including some big 
business interruption claims because the oil and gas industry was shut down for a few 
weeks. It is great that those businesses were paid, but those claims are irrelevant to the 
discussion about the handling of homeowners wind and flood claims. The itemization of 
the insurance claims payments and federal assistance in Mississippi shows that the 
aggregate numbers are very misleading. 


Payment Source 

Number 

Total Payments 

Average 

NFIP Claims Paid»° 

17,464 

$2,439,649,984 

$139,696 

CDBG Homeowner Grants'* 

27,741 

$2,158,364,059 

$77,804 

SBA Disaster Home Loans’* 

31,243 

$2,069,160,000 

$66,228 

FEMA Trailers '3 

42,000 

$1,596,628,569 

$38,015 

Homeowners Claims*'* 

355,000 

$5,475,000,000 

$15,423 


Insurance companies paid billions of dollars in homeowners claims, but the average 
claim in Mississippi was a little over $15,000, not even half the federal government’s 
cost to provide a TOMA trailer. Katrina was a very large hurricane with high winds that 
caused property damage over a large multi-state area. Insurance companies paid 
Katrina homeowners claims in all 82 counties in Mississippi, all over Louisiana and 
Alabama, and in parts of Florida, Georgia, and Tennessee. Insurers paid 40,000 claims 
in the Jackson Metro area, 150 miles north of the Gulf of Mexico. Yet in the relatively 
narrow area along the Gulf, where the hurricane winds were much stronger and for a 
longer period of time, some insurance companies insisted that the winds had not been 
strong enough to cause more than superficial damage. There were very few lawsuits 
against insurance companies inland where there was no flooding. The problems were 
along the Coast where properties suffered both wind and flood damage. 

Mississippi accounted for 17,464 of the 166,973 NFIP claims paid on Hurricane Katrina 
flooding; only 10.4% of the claims, but those claims accounted for 15.5% of the 
payments, because almost every NFIP claim in Mississippi was a total loss. There are 
several reasons why the average NFIP claim in Mississippi was almost $140,000. 


FEMA, Disaster Reli^ Fund: Monthly Status Report. Fiscal Year 2010 Report to Congress, March 15, 2010. 
" Mississippi Development Authority, unpublished data, April 16, 2010. 

Bruce R. Lindsay, Congressional Research Service, unpublished data from SBA 

FEMA, Disaster Relief Fund: Monthly Status Report, Fiscal Year 2010 Report to Congress, March 15, 2010. 
Robert Hanwig, Insurance Information Institute, Catastrophes, the Credit Crisis & Insurance Cycle, Ole Miss 
Insurance Symposium, March 26, 2008. 
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The first reason, of course, is that Katrina’s storm surge w£is unprecedented in height 
and scope. The surge was more than 30 feet above sea level in Bay St. Louis, Waveland, 
and Pass Christian, but still more than 20 feet above sea level in Pascagoula, 60 miles 
east of the eye of the storm. The storm surge caused severe damage to the homes near 
the Gulf of Mexico that were 20 feet or less above sea level. Those homes also 
experienced several hours of high hurricane-force winds before the storm surge, so they 
should have been able to collect on both policies. 

The second reason that the Mississippi NFIP claims payments were so high was the lack 
of adequate oversight of the insurance companies handling of the claims. There were 
thousands of NFIP policies on homes that were located on the bays, bayous, and rivers 
near the Gulf. Those properties flooded but the flood levels were not as high and did not 
have the force of the storm surge on the Gulf Many of these cases had roof and 
structural damage from wind and wind-driven debris and also several feet of flooding. 
More importantly, they also had enough physical evidence remaining for a proper 
adjustment of the losses from wind and flooding. 

Some of these cases have been the subject of prolonged legal disputes, and in almost 
every one that has become public, the insurance company immediately paid the policy 
limits on the flood policy without a detailed adjustment and then used the acceptance of 
the flood check against the homeowners when they tried to collect on the wind claim. It 
is almost certain that NFIP overpaid on dozens if not hundreds of these flood claims, but 
as GAO pointed out, FEMA did not 2isk the insurance companies to explain how they 
divided the wind loss from the flood loss. 

The third reason that the Mississippi NFIP claims average was so high was because the 
flood insurance maps were horrible. The flood maps at the time of Katrina estimated 
that the loo-yetu flood on the Mississippi Gulf Coast was 12 or 13 feet above sea level. As 
a result, many homeowners whose homes were 16, 18, 20, or more feet above sea level 
were led to believe that they did not need flood insurance. Thousands of homes from 
several blocks to several miles inland had a few feet of flooding resulting in $25,000 or 
$50,000 or $75,000 in reparable losses, but did not have flood insurance. Those 
properties accounted for most of the CDBG Homeowners Grants, which had an average 
grant of $77,800. 

The Flood Insurance Rate Maps in Mississippi were not storm surge maps. Back in 
October of 2005, the first time I testified about Katrina in this subcommittee, I came 
with posters to show the difference between the flood insurance map, which showed 
that very little of City of Gulfport in the flood hazard area, and the evacuation map based 
on data from NOAA and the Corps of Engineers, which identified many more flood- 
prone areas. If the flood insurance map had been based on the same data as the 
evacuation map, many more people would have had flood insurance coverage and would 
have paid premiums, and many more homes would have been elevated a few feet off the 
ground and had less damage. 

There is one simple reform that would make sure that more future hurricane damage 
will be covered by insurance premiums and less disaster assistance would be needed 
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from the federal government. That reform is our legislation, H.R. 1264, to offer wind 
coverage as option with federal flood insurance. The program would close the gaps and 
uncertainties in hurricane coverage. It would eliminate the insurance companies’ 
conflict of interest when handling hurricane flood claims. It would make foture 
recoveries much faster and more efficient for homeowners, communities, and for federal 
taxpayers. 

Since Katrina, insurance companies have abandoned coastal communities, creating an 
urgent insurance crisis along the Gulf Coast and Atlantic. State-sponsored high-risk 
pools have billions of dollars of hurricane exposure but are not able to build up enough 
reserves to cover a major hurricane that would result in a large volume of claims at one 
time. 


Four Year Increase in Insurance Exposure in Selected State Insurance 

Pools 


State Risk Pool 

Dec 2004 
Exposiu'e 

Dec 2008 
Exposure 

Change 

Florida Citizens's 

$202.8 Billion 

$4.16.8 Billion 

+11.'?% 

North Carolina Beach Plan*® 

$.H1.6 Billion 

$ 7 . 1 ..'? Billion 

+1.12% 

Texas Wind Pooh^ 

$20.8 BUhon 

$.18.6 Billion 

+182% 

South Carolina Wind Pooh* 

$6 Billion 

$17 Billion 

+184% 

Mississippi Wind Pooh* 

$1.6 Billion 

$6..4 Billion 

+28.1% 

Alabama Beach Pooh° 

$. 4.17 Million 

$ 1.8 BUlion 

+448% 

Georgia FAIR Plan Wind^*" 

$.16.'; Million 

$2.1 Billion 

+26.';% 


The insurance industry has fled and they will not come back. If some of them do come 
back to coastal markets, history has shown that they will flee again after the next major 
disaster. Some insurance executives have admitted that the private insurance model will 
not work for low-frequency, high-severity events, such as major floods, major 
hurricanes, or major earthquakes. 

Research by Dr. Howard Kunreuther and Dr. Erwann Michel-Keijan at the Wharton 
Risk Management Center at the University of Pennsylvania found that catastrophe 
insurance premiums in the highest risk areas can be five to ten times higher than the 
expected claims losses.““ 

Other researchers have also found that insurance premiums in coastal areas are several 
times higher than the claims they expect to pay. The reason they have to charge such 


httos://www.citizensfla.com/ 

http://www.nciua-nciua.ore/html/fin.htm 

httD://www.twia.org/AboutTWIA/PubticFinancial!nfor!nat!on.aspx 
'* httD://www.scwind.com/members2.htm 
http://www.msDlans.com/MWnAyindex.htni 
^ httD.s://www.alabamabeachpool.orE/Dages/Quarterlv reports 
http://www.genrpiaunderwritine.coni/index file.s/Paee345-htm 
^ Howard Kunreuther and Erwann Michel-Kerjan. Managing Large-Scale Risks in a New Era of Catastrophes, 
Wharton Risk Management Center, University of Pennsylvania. 2008. p. 141. 
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high premiums is that every year they have to account for the large amount of capital 
that would be needed if a major hurricane hits. In order to acquire or account for that 
much money, they have to pay high returns each year to attract capital investors or they 
have to buy reinsurance from reinsurance companies that pay high returns each year to 
attract capital investors. In either case, most of the resulting insurance premiums go to 
pay investors, not to pay future insurance claims. 

Economist Lloyd Dixon of the RAND Corporation has explained the advantage of a 
government insurance program in high-risk areas; 

"Government is not subject to the private-sector factors that produce 
large swings in premiums around expected loss in private insurance 
markets. Thus, compared with the private sector, government should be 
able to set insurance prices closer to expected loss for hurricanes and 
other catastrophic risks, and keep those prices closer to expected loss over 
time.^3 


The federal government should be able to establish a hurricane insurance program that 
would spread risk geographically along the Gulf and Atlantic states. The federal program 
would be able to set rates based on the risk and create a stable insurance market. It 
would be very easy for the new program to determine wind risk and set wind premiums, 
because the state governments, the building industry, and the insurance industry have 
already done most of the work for them. For example, this is how the Mississippi Wind 
Pool sets its rates. 

The Mississippi Wind Pool is the wind insurer of last resort for the three counties on the 
Gulf of Mexico and the three counties directly above those. The wind pool divides the 
territory into four rate zones: 

Zone A - Between the Gulf of Mexico and the CSX Railroad 
Zone B - Between the CSX Railroad and Interstate-io 
Zone C - From l-io north to the county lines 
Zone D - The second tier of counties above the coastal counties 

Within each zone, the wind pool board establishes risk-based rates for frame 
construction and masonry construction with several policy options for higher or lower 
deductibles. The wind pool also has a program that grants premium reductions for 
structures that meet a high wind-load mitigation standard. 

The zones, the rates, and the mitigation credits are based on plenty of available data 
from the American Society of Civil Engineers, the International Code Council, and many 
other interested parties who study wind risk and building performance. 


Lloyd Dixon, James Macdonald, and Julie Zissimopoulos, Coastal Wind Insurance in the Gulf States, RAND Gulf 
States Policy Institute, 2007, p. 8. 
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Other states with wind pools have established wind risk zones in similar manner, often 
using any easily identifiable and unambiguous feature to divide the zones. The Texas 
wind pool uses the Intracoastal Canal to divide the highest risk zone from the second 
zone. 

Wind risk is much easier to determine and to map than is flood risk. The probability and 
severity of hurricane winds is much more predictable than the storm surge or the 
amount of rainfall, and the wind risk does not constantly change with any change in 
topography as flood risk does. Also, of course, wind insurance does not have to make 
assumptions about the performance of levees, dams, pumps, or other flood control 
structures. 

The only problem that we would have setting up the new Multiple Peril Insurance 
Program would be dealing with the existing problems of NFIP: the oversight and 
management deficiencies, the inaccuracy of many of the flood maps, the poor record of 
the flood plain management, and the failure of the Write Your Owu companies to honor 
their fiduciary responsibility to the federal government. The main source of all of these 
problems is that the NFIP and FEMA have proven the textbook case of just how 
inefficient a program can be if it is handed over to the contractors, vendors, and 
insurance companies who have conflicts of interest yet are allowed to obligate federal 
tax dollars with little federal government oversight. 

I urge Congress to pass the Multiple Peril Insurance Act and when it passes I urge 
FEMA and NFIP to hire qualified, professional federal employees who will be 
accountable to the taxpayers to setup and manage the program. Please do not run it in 
the same manner as the current flood program. 
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GAO 


Highlights 


Why GAO Did This Study What GAO Found 


The National Flood Insurance 
Program (NflP), established In 
1968, provides policyholders witli 
insuratrce coverage for flood 
damage. The Federal Emergency 
Management Agency (FExMA) 
witltin the Department of 
Homeland Security is responsible 
for managing NFIP. Unprecedented 
losses from the 2005 hurricane 
season and NFIP’s periodic need to 
borroAV from the U.S. Treasury to 
pay flood insurance claims have 
raised concerns about the 
program’s long-tent\ furancial 
solvency. Because of these 
concerns and NFfP’s operational 
issues, NKIP has been on GAO’s 
high-risk list since March 2006, As 
of April 2010, NFIP’s debt to 
Treasury stood at S18.8 billion. 

Tlie Subcommittee asked GAO to 
discuss (1) NFIP’s financial 
challenges, (2) FEMA’s operational 
and management challenges, and 
(3) actions needed to atldress these 
challenges. In preparing this 
statement, GAO relied on its past 
work on NFIP and GAO’s ongoing 
review of FEMA’s management of 
NFIP fociised on infonnacion 
technology and contractor 
oversight issues. 


What GAO Recommends 


In past work, GAO recommended, 
among other things, tltat FEMA 
take steps to help ensure that 
premium rates are more reflective 
of flood risks; strengtlien its 
oversight of NFIP and insurance 
companies responsible for selling 
and servicing flood policies; and 
strengthen its internal controls and 
the quality of its data. 

View GAO-10-631T or key componenls. 

For more information, contact Once Williams 
Brown at (202) 512-8678 or 
wiliiamso@9ao.gov. 


While Congress and FEMA intended that NFTP be funded with premiums 
collected from policyholders rather thim with fax dollars, the program is, by 
design, not actuarially sound. NFIP cannot do soirte of the things that private 
insurers do to manage their risks. For example, NFIP is not structured to build 
a capital surplus, is likely unable to purchase reinsuranci? to cover 
catastrophic losses, cannot reject high-rLsk applicants, and is subject to 
statutory limits on rate increases. In addition, its premium rates do not reflect 
actual flood risk. For example, nearly one in four property owners pay 
subsidized rates, “fijll-risk” rates may not reflect the full risk of flooding, and 
NFIP allows “grandfathered” rates, which allow some property owners to 
continue paying rates that do not reflect reassessments of their properties’ 
flood risk. Further, NFIP cannot deny insurance on the basis of frequent 
losses arwl thus provides policies for repetitive loss properties, which 
represent only 1 percent of policii^ but account for 25 to 30 percent of claims. 
NlHP’s financial condition has improved slightly due to an increase in the 
nuntber of policyholders and moderate flood losse.s, and since March 2009, 
FEMA has taken some encouraging steps toward improving its financial 
position, including making $600 million in interest payments to Treasury 
without increasing its borrowings. However, it is unlikely to pay off its full 
$18.8 billion debt, especially if it faces catastrophic loss years. 

Operational and management issues may also limit efforts to address NFIP’s 
financial challenges and meet program goals. Payments to write-your-own 
(WYO) insurers, which are key to NFIP operations, represent one-third to two- 
thirds of the premiums collected. But FE'MA does not systematically consider 
actual flood insurance expense information when calculating these payments 
and has not aligned its WYO bonus stmeture with NFIP goals or implemented 
all of its financial controls for the WYO program, GAO also found that FEMA 
did not consistently follow its procedures for monitoring non-WYO 
contractors or coordinate contract monitoring respoi\sibilities among 
departmtuits on some contracts. Some contract, monitoring records were 
missing, and no system was in place that would allow departments to share 
information on contractor deficiencies. In ongoing GAO work exatnining 
FEMA’s management of NFIP, some similar issues are emerging. For example. 
FEMA still lacks an effective system to manage flood insurance policy and 
claims data, despite investing roughly 7 years and $40 million on a new system 
whose development has been halted. However, FEMA has begun to 
acknowledge its management challenges and develop a plan of action. 

Addressing the financial challenges facing NFIP would likely require actions 
by both FEMA and Congress that involve trade-offs, and the challenges could 
be difficult to remedy. For example, reducing subsidies could increase 
collected premiums but reduce program part icipation. At the same time, 

FEMA must addre^ its operational and management issues. GAO has 
recommended a number of actions that FEMA could take to improve NIHP 
operations, and ongoing work will likely identify additional tesues. 

United States Government Accountability Office 
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Chairwoman Waters, Ranking Member Capita, find Members of tiie 
Subcommittee: 

I appreciate tlie opportunity to participate in today’s hearing on the 
National flood insurance Program (NFIP) and the challenges that iiie 
Federal Emergency Management Administration (FEMA) faces in 
administering it. As you know, NFIP is a key component of the federal 
govenmient’s efforts to minimize the damage and financial impact of 
floods and is the only source of insurance against flood damage for most 
residents in flood-prone areas. GAO placed NFIP on its high-risk list in 
March 2006, not only because of the program's potential to incur billions 
of dollars in losses and the many financial challenges it faces, but also 
because of operational and management challenges within FEMA, many of 
which we have identified in previous rep>orts to Congress. 

As of April 2010, NFIP owed approximately $18.8 billion to the IJ.S. 
Treasury, primarily as a result of loans the program received to pay claims 
from the 2005 hurricane season. NFIP borrowed additional funds from 
Treasury to make interest payments on this debt and is unlikely ever to be 
able to repay the entire amount. These revenue shortfalls reflect both the 
devastating effecrls of cat ast rophic hurricanes and structural weaknesses 
in the way the program is funded. Our previous reports identified many of 
these weaknesses, including subsidized premium rates, rate-setting 
methods that do not reflect the actual risk of losses due t o flooding, and 
claims arising from a small number of repetitive loss properties.' We have 
also previously identified managenient issues, particularly with respect to 
FEMA’s oversight of write-your-own (WYO) insurers. We are currently 
conducting a comprehensive review of NFIP management and other 
ongoing challenges that FEMA faces in administering the program. 

My testimony today will revisit and update the challenges we identified in 
previous reports, specifically (1) NFIP’s financial challenges, (2) FEMA’s 
operational and management challenges relating to NFIP, and (3) actions 
needed to address these challenges. My statement is based largely on 
completed work on the oversight of the WYO program, the financial 
impact of subsidized premiiim rates, and the rate-setting process for flood 
insurance premiums. We performed our work in accordance with 
generally accepted government auditing standards. Those standards 


‘keix^titivc lo^ propertiej are properties that have had two or more paid NFIP claims in a 
lO-year period. 
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require that we plan and perform the audit to obtain sufficient, appropriate 
evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives. We believe that the e\aderice we obtained 
pro\ades a reasonable basis for our findings and conclusions based on our 
audit objectives. 


Summaiy 


Congress and FEMA intended that the NFIP’s operating expenses and 
fiood insuraitce claims would be paid with premiums collected by the 
program rather than with tax dollars. But the program is, by design, not 
actuarially sound, for several reasons. First, NFIP does not operate like 
private insurance companies. For example, FEMA is not structured to 
build a capital suiplus, is likely unable to purchase reinsurance to cover 
high or catastrophic losses, cannot accept or reject applicants to help 
manage risk, and is subject to statutory limits on rate increases. Second, 
maiYy property owners are paying premium rates that do not reflect the 
full, long-term risk of flooding. Almost 25 percent of property owners pay 
subsidized premium rates, and even “full-risk” premium rates may not 
reflect the actual risk of flooding. Further NFIP allows some property 
owners to continue to pay rates that do not reflect reassessments of their 
properties' flood risk (“grandfathered” rates). Finally, NFIP must continue 
to insure repetitive loss properties, which represent only 1 percent of 
flood insurance policies but account for 25 to 30 percent of claims. FEMA 
has taken some encojiraging steps toward improving its financial position, 
including making nearly $600 million in interest payments to the U.S, 
Treasury since March 2009 without increasing its borrowing. It has also 
increased its collected premiuiTis by 28 percent since September 2006 and 
expanded its policy base by more than 25 percent, due at least in part; to its 
FloodSmart program.' 

Several operational and management issues may limit FEMA’s progress in 
addressing NFIP’s financial challenges and achieving ihe program’s goals. 
For example, WYO insurers play a key role in NFIP operations, and 
payments to them represent from one-third to two-thirds of premiums 
received. But In previous reports we found that, among other internal 
control weaknesses, FEMA did not systematically consider actual flood 
insurance expense information when determining payments to WYO 
insurers, had not aligned its WYO bonus stnicture with NFIP’s goals, and 


^notKlSmart is an integr^ed mass marketing campaign FEMA launched in 2004 to educate 
the public about the risks of noodingand lo encourage the purchase of flood insurance. 
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had not implemented many of its planned financial controls for t he WYO 
program.^ Purifier, conti’actors other than WYO insurers are responsible 
for performing key NFIP functions, such as collecting NFIP data and 
marketing the program. However, we have also found problems with 
oversight of these contractors. Specifically, FEMA did not. consistently 
follow its procedures for monitoring contiaclors, did not always 
coordinate contract monitoring responsibilities among various agency 
departments on some of the contracts we reviewed, lacked contract 
monitoring records, and did not have a system in place that would allow 
various departments to share information relating to contractor 
deficiencies. fYirther, preliminary results of our ongoing work revealed 
that FEMA continues to lack an effective system to manage flood 
insurance policy and claims data, despite having invested roughly 7 years 
and $40 million in a new system whose development has been halted 
because it did not meet user needs and was not ready to replace the legacy 
system. 

Addressing the financial and operational challenges facing NFIP would 
require actions from both Congress and FEMA. We recognize that any 
such actions would involve significant trade-offs and that some financial 
challenges would be difficult to remedy, For instance, possible reform 
options to make premium rates more refiective of long-term flood risks 
include eliminating, reducing, or targeting premium subsidies based on 
need. But taking any of Ihesc steps would raise rates and potentially 
reduce participation in NFIP. FEMA and Congress could also address the 
impact of repetitive loss properties by expanding mitigation efforts to 
target those properties that are at highest risk." However, doing so would 
include actions such as elevation, relocation, and demolition that would be 
costly to taxpayei-5 and could take years. Congress could also amend laws 
regarding coverage for homeowners who refuse to mitigate and streamline 
the various mitigation grant programs within FEMA. In our past work, we 
also identified a number of management challenges that FEMA would 
have to address, including improvements to oversight of WYO insurers and 
its paymenls to them, updating the NFIP rate-setting process, fully 
applying internal controls, and strengthening oversight of its contractors, 
among others. 


GAO, flood. Insurance: OppoHunUies Exist to Impwvn Overs-igkl of the WYO 
I*ivgram, GAO-Of)-455 (VVashington, D.C.; Atig. 21, 2009). 

"Mitigatioii involves taking steps to reduce a profiorty's flood risk — for exam()fe, elevating a 
house above a certain flood level. 
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Background 


T!ie Nationa! Flood Insurance Act of 1968 established NFIP as an 
alternative to providing direct disaster assistance after floods.^ NFIP, 
which provides government-guaranteed flood insurance to homeowners 
and businesses, was intended to reduce the federal government’s 
escalating costs for repairing flood damage after disasters. FEMA, which is 
within the Department of Homeland Security (DHS), is responsible for the 
oversight and man^ement of NFIP. Since the program’s inception, 
Congress has enacted several pieces of legislation to strengthen it. The 
Flood Disaster Protection Act of 1973 made flood insurance mandatoiy for 
owners of properties in vulnerable areas who had mortgages from 
federally regulated lenders and provided additional incentives for 
communities to join the program.® The National Flood Insurance Reform 
Act of 1994 strengthened the mandatory purchase requirements for 
owners of properties located in special flood hazard areas (SFHA) with 
mortgages from ferlerally regulated lenders. ' Finally, the Bunning- 
Bt^reuter-Blumonauer Flood Insurance Reform Act of 2004 authorized 
grant programs to mitigate properties that experienced repetitive flood 
loases. Owners of these repetitive loss properties who do not mitigate face 
higher premiums.* 

To participate in NFIP, communities agree to enforce regulations for land 
use arul new construction in high-risk flood zones and to adopt and 
enforce state and community floodplain management regulations to 
reduce future flood damage. Currently, more than 20,000 communities 
participate in NFIP. NFIP has mapped flood risks across the country, 
assigning flood zone designations based on risk levels, and these 
designations arc a factor in determining premium rates. NFIP offers two 
types of flood insurance premiums; subsidized and full-risk. The National 
tlood Insurance Act of 1968 authorizes NFIP to offer subsidized premiums 
to owners of certain properties. These subsidized premium rates, which 
represent only about 35 to 40 percent of the cost of covering the full risk of 
flood damage to the properties, account for about 22 percent of all NFIP 
policies. To help reduce or elimiriate the long-term risk of flood damage to 
buildings and other structures insured by NFIP, FEMA has used a variety 
of mitigation efforts, such as elevation, relocation, and demolition. Despite 


•■’Pub, L. No. 90448, Title XHI, 82 Btat. 476 (1968). 

*Pub. 1. No. 93-234, § 102, 87 Star. 975, 978 (1973). 

Tub. L No. J 03-325, 108 Stat 2255 (1994). 

Tub. L No. 108-264, §§ 102, 104. 118 Slat. 712, 714, 722 (2004). 
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these efforts, the inventories of repetitive loss properties and policies with 
subsidizeti premium rates have continued to grow. In response to the 
magnitude and severity of the losses frotrt the 2005 Iiurricanes, Congress 
increased NFIP’s borrowing authority from tlie Department of the 
Treasury (Treasury) to $20,775 billion. As of April 2010, FEMA owed 
Treasiiiy $18.8 billion, and the program as currently designed will likely 
not generate sufficient revenues to repay this debt. 


NFIP’s Financial 
Challenges Have 
Increased the Federal 
Government’s and 
U.S. Taxpayers’ 
Financial Exposure 
from Flood Losses 


By design, NFIP is not an actuarially sound program, in part because it 
does not operate like many private insurance companies. As a government 
program, its primary public policy goal is to provide flood insurance in 
flood-prone areas to property owners who ot herwise would not be able to 
obtain it Yet NFIP is also expected to cover its claims losses and 
operating expenses with the premiums it collects, much like a private 
insurer. In years when flooding has not been catastrophic, NFIP has 
generally managed to meet these competing goals. In years of catastrophic 
flooding, however, and especially during the 2005 hurricane season, it has 
not. 


NFIP’s operations differ from those of most private insurers in a number 
of ways. First, it operates on a cash-flow basis and has the authority to 
borrow from Treasury. As of April 2010, NFIP owed approximately $18.8 
billion to Treasury, primarily as a result of loans that the program received 
to pay claims from the 2005 hurricane season. NFIP will likely not be able 
to meet its interest payments in most years, and the debt continue to 
grow as the program may need to borrow to meet the interest payments 
and potential future flood losses. Also unlike private insurance companies, 
NFIP assumes all tlie risk for the policies it sells. Private insurers typically 
retain only part of the risk that they accept from policyholders, ceding a 
portion of the risk to reinsurers (insurance for insurers). This mechanism 
Is particularly important In the case of insurance for catastrophic events, 
because the availability of reinsurance allows an insurer to limit the 
possibility that it will experience losses beyond its ability to pay. NFIP’s 
lack of reinsurance, combined with th,e lack of structure to build a capital 
surplus, transfers much of the financial risk of flooding to Treasury and 
ultimately the taxpayer. 


NFIP is also required to accept virtually all applications for insurance, 
unlike private insurers, which may reject applicants for a variety of 
reasons. For example, FEMA cannot deny insurance on the basis of 
frequent losses. As a result, NFIP is less able to offset the effects of 
adverse selection — ^that is, tlic phenomenon that those who are most likely 
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to purchase insurance are also the most likely to experience losses. 
Adverse selection may lead to a concentration of policyholders in the 
riskiest areas. This problem is further compounded by the fact that those 
at greatest risk are required to purchase NFIP insuraitce if they have a 
mortgage from a federally regulated lender. Finally, by law, FEMA is 
prevented from raising rates on each flood zone by more than 10 percent 
each year. WliUe most states regulate premium prices for private insurance 
companies on other lines of insurance, they generally do not set limits on 
premium rate increases, instead focusing on whether the resulting 
premium rates are justified by the projected losses and cxi)enses. 


NFIP’s Premium Rates Do 
Not Reflect the Full Risk of 
Flooding 


As we have seen, NFIP does not ciiarge rates tliat reflect the full risk of 
Hooding. NFIP could be placed on a sounder fiscal footing by addressing 
several elements of its premium stnicture. For example, as we have 
pointed out in previous reports, NFIP provides subsidized and 
grandfathered rates that do not reflect the full risk of potential flood losses 
to some property owners, operates in part with unreliable and incomplete 
data on flood risks that make it dilficult to set accurate rates, and has not 
been able to overconie the challenge of repetitive loss properties.'' 
Subsidized rates, which are required by law, are perhaps the best-known 
exainple of premium rates that do not reflect the actual risk of flooding. 
'Fliese rates, which were authorized from when the program began, were 
intended to help property owners during the transition to full-risk rates. 

But today, nearly one out of four of NFIP policies continue to be based on 
a subsidized rate. These rates allow policyholders with structures that 
were built before floodplain management regulations were established in 
their communities to pay premiums that represent about 35 to 40 percent 
of the actual risk premium. Moreover, FEMA estimates that properties 
covered by policies with subsidized rates experience as much as five times 
more flood damage than compliant new structures that are charged full- 
risk rates. As we have pointed out, the number of policies receiving 
subsidized rales has grown steadUy in recent years and without changes to 
the program will likely continue to grow, increasing the potential for 
future NFIP operating deficits. 


^See GAO, Flood Insurance: FEMA's Rate SeUing Piveess Warrayil.s Attention, (;A()-()|''-i2 
(Washington, D.C.: Oct 31, 2008); andfloorf [nsunivce: Options for Addressing the 
Finandai Impact of Svbsidized Fremium Rales on Uie National Fk> 0 (l Insuranee 
Frogram, GAO-00-20 (%'ashington, D.C.: Nov. 14, 2008). 
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Further, potentially outdated and inaccurate data about flood probabilities 
and damage claims, as well as outdated flood maps, raise questions about 
whetJier full-risk premiums fully reflect the actual risk of flooding. First, 
some of the data used to estimate the probability of flooding have not been 
updated since the 1980s. Similarly, the claims data used as inputs to the 
model may be inaccurate because of incomplete claims records and 
missing data. Further, some of the maps FEMA uses to set premiiun rates 
remain out of date despite recent modernization efforts. For instance, as 
FEMA t^oiitinues these modernization efforts, it does not account for 
ongoing and planned development, making some maps outdated shortly 
after their completion. Moreover, FEMA does not map for long-term 
erosion, further increasing the likelihood that data used to set rates are 
inaccurate. FEMA also sets flood insuraiice rates on a nationwide basis, 
failing to account for many topographic- fac!tors that are relevant to flood 
risk for individual properties. Some patterns in historical claims and 
premium data siiggest tliat NFIP’s rates may not accrurately reflect 
individual differences in properties' flood risk. Not accurately reflecting 
the actual risk of flooding increases the risk that fiill-risk premiums may 
not be sufficient to cover future losses and add to concerns about NFIP’s 
financial stability. 

Further contributing to NFIP’s financial challenges, FEMA made a policy 
decision to allow certain properties remapped into riskier flood zones to 
keep their previous lower rates. Like subsidized rates, these 
“grajidfathered” rates do not reflect the actual risk of flooding to the 
properties and do not generate sufficient premiums to cover expected 
losses. FEMA officials told us that the decision to grandfather rates was 
based on considerations of equity, ease of admitiistration, and goals of 
promoting floodplain management However, FEMA does not collect data 
on grandfatliered properties or measure their financial impact on the 
program. As a result, it does not know how many such properties exist, 
their exact location, or the volume of losses they generate. As FEMA 
continues its efforts to modernize flood maps across the country, it has 
continued to face resistance from communities and homeowners when 
remapping places properties into higher-risk flood zones with higher rates. 
As a result, FEMA has often grandfathered in previous premium rates that 
are lower than the remapped rates. However, homeowners who are 
remapped into high-risk areas and do not currently have flood insurance 
may be required to purchase it at the full-risk rate. 

In reauthorizing NFIP in 2004, Congress noted that repetitive loss 
properties — those that have had two or more flood insurance claims 
payments of $1,000 or more over 10 years — constituted a significant drain 
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on NFIP resources. These properties account for about I percent of aii 
policies but are estimated to account for up to 30 percent of all NFIP 
losses. Not all repetitive loss properties are part of the subsidized property 
inventory, but a high proportion receive subsidized rates, further 
contributing to NFIP’s financial risks. While Congress Inis made efforts to 
target these properties, the number of repetitive loss properties has 
continued to grow, making them an ongoing challenge to NFIP’s financial 
stability. 


Despite Its Financial 
Challenges, NFIP Has 
Experienced Some 
Positive Developments 


According to FEMA, expanded marketing efforts througli it s FloodSmait 
campaign have contributed to an increase in NFIP policies. This program 
was designed to educate and inform pailners, stakeholders, property 
owners, and renters about insuring their homes and busmesses against 
flood damage. Since the start of the FloodSmart campaign in 2004, NFIP 
has seen policy growth of more than 25 percent and as of Febniary 201 0 
had 5.6 million policies in force. Moreover, despite the economic 
downturn, botli policy sales and retention grew in 2009. Correspondingly, 
NFIP’s collected premiums have risen 28 percent since September 2006. 
This increase, combined with a relatively low loss experience in recent 
years, has enabled FEMA to make nearly $600 million in interest payments 
to Treasury with no additional borrowing since March 2009. FEMA has 
also a<tjusted its expense reimbursement formula. While these are all 
encouraging developments. FEMA is still unlikely to ever pay off its 
current $18.8 billion debt. 


FEMA’s Operational 
and Management 
Issues May Further 
Limit Progress in 
Achieving NFIP Goals 


We have identified a number of operational issues that affect NFIP, 
including weaknesses in FEMA’s oversight of WYO insurers and 
shortcomings in its oversight of other contractors, as well as new issues 
from ongoing work. For example, wc found that FEMA does not 
systematically consider actual flood insurance expense information when 
determining the amount it pays WYO insurers for selling and servicing 
flood insurance policies and adjusting claims. Instead, FEMA has used 
proxies, such as average industry operating expenses for property 
insurimce, to determine the rates at which it pays these insurers, even 
though their actual flood insurance ex^iense information has been 
available since 1997. Because FEMA does not systematically consider 
tliese data when setting its payment rates, it cannot effectively estimate 
how much insurers are spending to carry out their obligations to FEMA. 
Further, FEMA does not compare the WYO insurers’ actual expenses to 
the payments they receive each year and thus cannot determine whether 
the payments are reasonable in terms of (jxpenses and profits. Wlien GAO 
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con^pared payments FEMA made to six WYO insurers to their actual 
expenses for calendar yeaiB 2005 through 2007, we found that the 
payments exceeded acUia! expenses by $327.1 million, or 16.5 percent of 
total payments made. By considering actual expense information, FEMA 
could provide greater transparency and accourdability over payments to 
WYO irisurers and potentially save taxpayer money. 

FEMA also has not aligned its bonus structure for WYO insurers with NFIP 
goals such as increasing penetration in low-risk flood zones and among 
honteowners in all zones that do not have mort gages from federally 
regulated lenders. FEMA uses a broad-based distribution formula that 
primarily rewards companies that are new to NFIP and can relatively 
e;isiiy increase tlieir percentage of net policies from a small base. We also 
found that most WYO insurers generally offered flood insurance when it 
was requested but did not strategically market the product as a priii\ary 
insurance line. FEMA has set only one explicit marketing goal— -to 
increase policy growdh by 5 p(*rcent each year — and does not review the 
WYO insurers’ marketing plaits. It therefore lacks the information needed 
to assess the effectiveness of either the \YYO insurers’ efforts to increase 
participation or the bonus program itself. For example, FEMA does not 
know the extent to whit:h sales increases may reflect external factors such 
iis flood events or its own F’loodSmart marketing campaign rather than any 
effort on the part: of the insurers. Having intermediate targeted goals could 
also help expand program participation, and linking such goals directly to 
the bonus stmeture could help ensure that NFIP and WYO goals are in line 
with each other. 

Finally, FEMA has explicit financial control requirements and procedures 
for tlie WYO program but has not implemented all aspects of its Financial 
Control Plan. FEMA’s Financial Control Plait provides guidance for WYO 
insurers to help ensure compliance with the statutory requirements for 
NFIP. It contains several checks and balances to help ensure that 
taxpayers’ funds are spent appropriately. For an earlier report, we 
reviewed 10 WYO insurers and found that while FEMA performed most of 
the required biennial audits and underwriting and claims reviews required 
under the plan, it rarely or never implemented most of the required audits 
for cause, state insurance department audits, or marketing, litigation, and 
cu-stomer ser\dce operational reviews.*® In addition, FEMA did not 
systematically track the outcomes of the various audits, inspections, and 


’"See GACWKMSr*. 
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reviews that it performed. We also found that multiple units had 
responsibility for helping ensure tliat WYO insurers complied with each 
component of tlie Financial Coi\troi Plan; that FEMA did not maintain a 
single, compreliensive monitoring system that would allow it to ensure 
compliance with all components of the plai\; and that there was no 
centralized access to all of the documentation produced. Becatise FEMA 
does not implement all aspects of the Financial Control Plan, it cannot 
ensure that WYO insurers are fully complying witli program requirements. 

In ai\other review, we found that weak internal controls impaired FEMA’s 
ability to maintain effective transac^tion-ievel accountability with WYO 
insurers from fiscal years 2005 through 2007, a period that included t he 
financial activity related to the 2005 Gulf Coast hurricanes. " NFIP had 
limited assurance that its financial data for fiscal years 2005 to 2007 were 
accurate. This impaired data reliability resulted from weaknesses at all 
three levels of the NFIP transaction accountability and fmancial reporting 
process. At the WYO level, WYO insurer claims loss files did not include 
tlic documents necessary to support the claims, and some companies filed 
reports late, undermining the reliability of the data they did report. 
Second, contractor-level internal control aertivities were ineffective in 
verifying the accuracy of the data that WYO insurers submitted, such as 
names and addresses. I^tly, at the agency level, financial reporting 
process controls were not based on traiisac:tion-level data. Instead, FEMA 
relied primarily on summary data compiled using error-prone manual data 
entry. 


FEMA’s Oversight of Non- 
WYO Contractor Activities 
Is Also Lacking 


AI.so in a previous report., we pointed out that FEMA lacked records of 
monitoring activities for other contractors, inconsistently followed its 
proced\jres for monitoring these contractors, <md did not coordiiiate 
contract monitoring responsibilities for tlie two major contracts we 
reviewed.'^ At FEMA, a Contracting Officer’s Technical Representative 
(COTR) and staff (referred t.o as “monitors”) are responsible for, 
respectively, ensuring compliance with contract terms and regularly 


"See GAO, Financial ManagemenJ.: Imptvtiemenls Needed in National bJood. Insnmnce 
f'rogram's Financial Controls and Oversight, CiAO-1 0-<>G (Washingtoti, D.C.; Deo. 22, 
20C«). 

GAO, Natural Flood Instimnce Program: Fivancial Challenges Underscore Need for 
Improved Oversight. ofMUigalion Programs and Key Conlmcfs, G.AO 08-4:37 
(Washington, D.C.: June 16, 2008). 
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monitoring and reporting on the extent to which NFIP corilraciore meet 
standards in performance areas specified in the contracts. Internal control 
staiidards for the federal goveniment state that records should be properly 
managed and maintained. But FEMA lacked records for tlie majority of the 
monitoring reports we requested and did not c:onsistently follow the 
monitoring procedures for preparing, reviewing, and maintaining 
monitoring reports. 

Further, P’EMA offices did not coordinate information and actions relating 
to contractors’ deficiencies aaid payments, and in some cases key officials 
were unaware of decisions that were made about contractors’ 
performance. In particular, our review of monitoring reports for one 
contract revealed a lack of coordination between the COTR and the 
contracting officer. As a result, FEMA could not ensure that the contractor 
had adhered to the contract’s rtM^uirements and lacked information critical 
to effective oversight of key NFIP data collection, reporting, and insurance 
functions. Given NFIP’s reliance on contractors, it is important that FEMA 
have in place adequate controls that are consistently applied to all 
contracts. Consistent with our findings in prior work, the DHS inspector 
general has also identified weakitesses in FEMA’s internal controls artel 
flnaitcial reporting related to NFIP.'* 


FEMA Continues to Lack 
an Effective System to 
Manage Flood Insurance 
Policy and Claims Data 


To manage the flood policy and claims information that it obtains from 
msurance companies, NFIP’s Bureau and Statistical Agent (BSA) relies on 
a flood insurance management .system from the 1980s that is difficult and 
costly to sustain and that does not adequately support NFIP’s mission 
needs. This system consists of over 70 interfaced applications that utilize 
monthly tape and batch submissions of policy and claims data from 
insurance companies. The system also provides limited access to NFIP 
data. Further, idontiiying and correcting errors in submission requires 
between 30 days and 6 montl^s, and the general claims processing cycle 
itself is 2 to 3 months. 


To address the limitations of this system, NFIP launched a program in 
2002 to acquire and implement a modernization and business improvement 
system, known as NextGen. As envisioned, NextGen was to accelerate 


'■’See Dejiariment of Homeland Setrurity, Office of tlie inspector General, fndeperidenl. 
Auditor’s RepoH on DHS' FY 2009 Hnanciai Statements and Intei-nol Conlrol over 
Financial Reporting, DHS^lG-10-1 1 (Washington, D.C.: Nov. 13, 2(K)9). 
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up<lal.es to information obtained from insurance companies, identify errors 
before flood insurance policies werjt into effect, and enable FEMA to 
expedite business transactions and responses to NFIP claims when 
policyliolders required urgent support. As such, the system would support 
the needs of a wide range of NFIP stakeholders, including FEMA 
headquarter and regional staff, WYO insurer, vendors, state liazard 
mitigation officers, and NFIP state coordinators. 

As part of our ongoing rCNdew of FEMA’s management of NFIP, 
preliminary results reveal that despite having invested roughly $40 million 
over 7 years, FEMA had yet to implement NextGen. Initial versions of 
Next.Gen were first deployed for operational use in May 2008. However, 
shortly thereafter system users reported major problems with the system, 
including significant data and processing errors. As a result, use of 
NextGen was lialted, and the agency returned to relying exclusively on it.s 
mainframe-based legacy system while NextGen underwent additional 
testing. In late 2009, after this testing showed that the system did not meet 
user needs and was not ready to replac:e the legacy system, further 
development and deployment of NextGen was stopped, and FEMA’s Chief 
Information Officer began an evaluation to determine what, if anything, 
associated with the system could be salvaged. This evaluation is currently 
under way, and a dale for completing it has yet to be established. 

Our ongoing review of FEMA’s management of NFIP includes identifying 
lessons learned about how NextGen w'as defined, developed, tested, and 
deployed, including weaknesses in requirements development and 
management, test management, risk management, executive oversight, 
and program office staffing that have collectively contributed to the 
program’s failure. In completing its evaluation and deciding how to 
proceed in meeting its policy and claims processing needs, FE,MA could 
benefit from correcting these weeiknesses. In the interim, the agency 
continues to rely on its outdated legacy system and thus does not have the 
kind of robust analytical support and information needed to help address 
the reasons that NFIP remains on GAO’s high-risk list of federal programs. 


Addressing NFIP’s 
Challenges Would 
Require Actions from 
FEMA and Congress 


To address the challenges NFIP faces, FEMA would have to address its 
own operational and management challenges. Further, legislative reform 
would be needed to address structural issues. However, as you know- 
addressing many of these issues involves public policy trade-offs that 
would have to be made by Congress. Moreover, part of this process 
requires determining whether NFIP is or should bo stnictured as an 
insurance program and how much liability the government can and is 
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willing to accept For example, if Congress wants to structure NFiP as an 
insurance company and limit borrowing from Treasury in future high- oi' 
catastrophic loss years, NFIP would have to build a capital surplus fund. 
Our prior work has shown tiiat building such a fund would require 
charging premium rates that, in some cases, could be more than double or 
triple current rates and would take a number of yeai's without catastrophic 
losses to implement Additionally, while private insurers generally use 
reinsurance to hedge their risk of catastrophic losses, it is unclear whether 
the private reinsurance market would be willing to offer coverage to NFIP. 
In the absence of reinsurance and a stirplus fund, Treasury will effectively 
continue to act as the reinsurer for NFIP and be the financial backstop for 
the program. 


Premium Rates Could Be Making premium rates more reflective of flood risk would require actions 
Made More Reflective of f’EMA and Congress. Because subsidized premium rates are required 

Flood Risk addressing their associated costs would require congressional 

action. As previously reported, two potential options would be to 
eliminat e or reduce the use of the subsidies over time or t arget them based 
on need. However, these options involve trade-offs. For example, 
eliminating or reducing the subsidies would help ensure that premium 
rates more accurately reflected the actual risk of loss and could encourage 
mitigation efforts. But the resulting higher premiums could lead some 
homeowners to discontinue or not purchase coverage, thus reducing 
participation in NFIP and potentially increasing the costs to taxpayers of 
providing disaster assistance in the event of a catastrophe. Targeting 
subsidies based on n(M?d is an approach used by other federal programs 
and could help ensure that those needing the subsidy would have access 
to it and retain their coverage. Unlike other agencies that provide — and 
are allocated funds for — traditional subsidies, NFIP does not receive an 
appropriation to pay for shortfalls in collected premiums caused by its 
subsidiztid rates. However, one option to maintain the subsidies but 
Improve NFIP’s financial stabUity w^ould be to rate all policies at the full- 
risk rate and t o appropriate subsidies for qualified policyholders. In tliis 
way, the cost of such subsidies would be more transparent, and 
policyholders would be better informed of their flood risk. Depending on 
how such a program was implemented, NFIP might be able to charge more 
participants rates that more accurately reflected their risk of flooding. 
However, raising preiriium rates for some participants could also decrease 
program participation, and low-income property owners and renters could 
be discouraged from participating in NFIP if they were required to prove 
that they met the requirements for a subsidy. FEMA miglit also face 
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challenges in implementing this option in the midst of other ongoing 
operational and management challenges. 

NFIP’s rate-settmg process for lull-risk premiums may not ensure that 
those premium rates reflect the aclual risk of flooding and t herefore may 
increase NUP’s financial risk. Moreover, FEMA’s rate-setting process for 
subsidized proj>erties depends, in part, on the accuracy of the fuli-risk 
rates, raising concerns about how subsidized rates are calculated as well. 
To address these concerns, we. have identified actions that FEMA could 
take. For example, we recommended that FEMA take steps to help ensure 
that its rate-setting methods and the data it uses to set rates result in full- 
risk premium rates that accurately reflect the risk of losses from flooding. 
In particular, we pointed out that these steps should include verifying the 
accuracy of flood probabilities, damage estimates, and flood maps and 
reevaluating the practice of aggregating risks across zones. While FEMA 
disagreed with our imalysis of its rate-setting methods, this area continues 
to warrant attention. 

Similaiiy, because NFIP allow's grandfathered rates for those remapped 
into high-risk flood zones, it would also be in the position to address some 
of the challenges associated with this practice. FEMA could end 
gr^dfatlicred rates, but it decided to allow gi-andfathering after consulting 
will! Congress, its oversight committees, and other stakeholders and 
considering issues of equity, fairness, and the goal of promoting floodplain 
management. We recommended that the agency take steps both to ensure 
that information was collected on the location, number, and losses 
associated with existing and newly created grandfathered properties in 
NFIP and to analyze the fmancial impact of these properties on the flood 
insurance program.*^ With such infonuation, FEMA and Congress will be 
better informed on the extent to which these rates contribute to NFIP’s 
financial challenges. 

Another statutory requirement that could be revisited is the lO-percent cap 
on rate incrciises. As wit h all the potential reform options, determining 
whether such action is warranted would necessitate weighing the law’s 
benefits — including limiting fmancial hardship to policyholders — against 
the benefits that increasing or removing such limits would provide to 
NFIP, Treasury, and ultimately the taxpayer. However, as long as caps on 
rate increases remain, FEMA will continue to face financial challenges. 


’‘See G.A.O-tW-t^. 
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Solutions for addressing the impact of repetitive loss properties would 
also require action by both Congress ar\d FEMA. For example, we have 
reported that one option for Congress would be to substantially expand 
mitigation efforts and target these efforts towiU'd the hlghest-risk 
properties. Mitigation criteria could be made more stringent — for 
example, fay requiring all insured properties that have filed two or more 
flood claims (even for small amounts) to mitigate, denying insurance to 
property owners who reftjse or do not respond to a mitigation offer, or 
some combination of these approaches. While these actions would help 
reduce losses from flood damage and could ultimately limit costs to 
taxpayers by decreasing the number of subsidized properties, they would 
require increased funding for FEMA’s mitigation programs to elevate, 
relocate, or demolish the properties, would be costly to taxpayers, and 
could take years to complete. Congress could also consider changes to 
address loopholes in mitigation and repurchase requirements that allow 
policyholders to avoid mitigating by simply not responding to FEMA’s 
requests tliat they do so. FEMA could be required to either drop coverage 
for such properties or use eminent domain to seize them if owners failed 
to respond to FEMA’s mitigation requests. Moreover, Congress could 
streamline the various mitigation grant programs to make them more 
efficient and effective. 


FEMA Could Take Further 
Actions to Help Address 
Operational and 
Management Challenges 


Over the last several years, we have made many recommendations for 
actions that FEMA could take to improve its management of NFIP. FEMA 
has implemented some recommendations, including, among other things, 
introducing a statistically valid method for sampling flood insurance 
claims for review, establisliing a rcgulatoiy appeals process for 
policyholders, and ensuring that WYO insurance agents meet minimum 
education and training requirements.'' FEMA has also taken steps to make 
analyzing the overall results of claims adjustments easier after future flood 
events. The efforts will help in determining the number and type of claims 


'•'See (J.^O-09-20. 

'^'FEMA has five ditTerent mitigation grant programs, each with cliffcrent tjpes of 
reqtJirenicnls, purjioses, and appropriations: Rood Mitigal ion Assistance (PM A), Repetitive 
Flood Claims (RFC), Severe Repetitive Loss Pilot Program (SRL), Hazard Mitigation Grant 
Pro^am (HMGP), and Pre-Disaster Mitigation (PDM). 

'^See GAO, Federal Emergency Management Agency: Improvements Needed to Enhance, 
Oversight and Management of the National flood. Imurv.ytce Program. GAO-OG-1 1.9 
(Washin^n, D.C.: Oct 18. 2005). 
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adjustment errors made and deciding whether new, cost-efficient methods 
for adjusiing claims that were introduced after Hurricane Katrina are 
feasible to use after otlier flood events.’” However, as mentioned 
previously, many of our other previous recommendations have not: yet. 
been implemented. For example, we have recommended that T'^EMA: 

• Address challenges to oversight of the WYO program, specifically the lack 
of transparency of and accountability for the payments FEMA makes to 
WYO insurers, by determining in advance the amounts built into the 
payment rates for estimated expenses and profit, anniialiy analyzing Oie 
amounts of actual expenses and profit in relation to the estimated 
amounts used in setting payment rates, and by immediately reassessing 
the practice of paying WYO insurers an additioncil I percent of written 
premiums for operating expenses. 

• Take steps to better oversee WYO insurers and ensure tliat they are in 
compliance with statutory requirements for NFIP and that taxpayers’ 
hinds are spent appropriately by consistently following the Financial 
Control Plan and ensuring that each component Is implemented; ensuring 
that any revised Financial Control Plan covers oversight of all functions of 
participating WYO insurers, including customer service and litigation 
expenses; systematically tracking insurance companies’ compliance with 
and performance under each component of tlie Financial Control Plan; 
and ensuring centralized access to all the audits, reviews, and data 
analyses performed for each participating insurance company under the 
Financial Control Plan. 

• Improve NFlP’s transaction-level accountability and assure that financial 
reporting is accurate and that insurance company operations conform to 
program requirements by augmenting NFIP policies to require contractors 
to develop procedures for analyzing financial reports in relation to the 
transa(!tion*level information tliat WYO insurers submit for statistical 
purposes; revising required internal control activities for contractors to 
provide for verifying and validating the reliability of WYO-reported 
financial information based on a review of a sample of the underlying 
transactions or events; and obtaining verification that these objectives 
have been met through independent audits of the WYO insurers. 


'®Sep GAO, National Flood Insurance F^rogmm: Next) /Vf^cp.sses Aided- Hurncane Kairina 
Claims Hanxiling, but FEMA's (hfersigM ShoxM Be Im.pwved, GA(.)-()7- 1 f)9 (Was!\ing(, 0 !i, 
D.C.: Dec. 15, 2006). 
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Address contract and management oveisight issues that, GAO has 
identified in previous reports, including determining the feasibility of 
integrating and streamlining numerous existing NFIP financia! reporting 
processes to reduce Uie risk of errors inherent in the manujil recording of 
accounting transactions into multiple systems; establishing and 
iitipJementing procedures that require the revievr of available infor mation, 
such as the results of biennial audits, operational reviews, and claim 
reinspections to determine whether tiie targeted audits for cause should 
be used; establishing and implementing procedures to schedule and 
conduct all required operational review's within the prescribed 3-year 
period; and establishing and implementing procedures to select 
statistically representative smnples of all claims as a basis for cx)nducting 
reinspections of claints t>y general adjusters. 

Address challenges to oversight of contractor activities, including 
implementing processes to ensure that monitoring reports aie submitted 
on time and systematically reviewed and maintained by the COTR and the 
Program Management Office; that staff clearly monitor each performance 
standard the contractor is required to meet in the specified time frames 
and clearly link ntonitoring reports and performance areas; that written 
guidance is implemented for all NFIP-related contracts on how to 
consistently handle the failure of a contractor to meet performance 
standards; that written policies and procedures are established governing 
coordination among FEMA officials and offices when addressing 
contractor deficiencies; and that financial disincentives are appropriately 
and consistently applied. 

Building on our prior work and these recommendations, we are in the 
process of conducting a comprehensive review of FEMA’s overall 
management of NFIP that could help FEMA develop a roadmap for 
identifying and addressing many of the root causes of its operational and 
management challenges. This review focuses on a wide range of intemid 
management issues including acquisition, contractor oversight, 
information technology (NextGen), internal controls, human capital, 
budget and resources, records management, and financial management."’ 
While our work is ongoing, we have observed some positive developments 


plan to issue this report later this year. We also are currently reviewing f’EMA's Hood 
jnapping program at the request ofUie rihairman of the Subcommitt ee on Kconotnir; Policy, 
Senator Sherrod Brown, as well as Senators Charles E. Scluimer and Jeff Bingaman. In 
particular, we are determining the extent to which FEMA ensures that flood maps 
accurately reflect flootl risk arid how FEMA promotes the comniimity acceptance of flood 
maps. We plan to issue this reitort in December 20 H). 
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in the agency’s willingness to begin to ac^knowleclge its management issut^s 
and the need to address them. FEMA h<is also taken steps to improve oiir 
access to key NFIP staff and information by providing us with an on-site 
office at one of FEMA’s locations, facilitating our ability to access and 
review documents. 


Recent Proposals Could As part of our past work, we havt^ also evilluated other proposals related 
Provide Some Benefits but NFIP. Each of those proposals has potential benefits as well as 
Also Raise Concerns challenges. 

• In a previous report, we discussed some of the challenges associated with 
implementing a combined federal flood and wind insurance program.^" 
While such a program could provide coverage for wind damage to titose 
unable to obtain it in tlie private market and simplify the claims process 
for some property owners, it could also pose several challenges. For 
example, FENtA would need to detennine wind hazard prevention 
standards, adapt existing programs to accommodate wind coverage, create 
a new rale-setting process, raise awaretiess of the program, enforce new 
building codes, and put slaff and procedures in place. FEMA would also 
need to determine how to pay claims in years witit catastrophic losses, 
develop a plan to respond to potential limited participation ajid adverse 
selection, and address other trade-offs, including delays in reimbursing 
participants, litigation, lapses in coverage, underinsured policyholders, 
and larger-than-expccted lo.sses. 

• As we have previously reported, private business internjption coverage for 
flood damage is expensive and is generally purchased only by large 
companies.*’ Adding business inlerniption insurance to NFIP could help 
small businesses obtain coverage that tliey could not obtain in the private 
market, but NFIP currently lacks resources ai\d expertise in this area. 
Adding business interruption insurance could increase NFIP’s existing 
debt and potentially amplify its ongoing management and financial 
challenges. Insurers told us tliat underwriting this type of coverage, 
properly pricing the risk, and ac^usting claims was complex. 


^^See GAO, Natural Catastrophe Instirance: Analysis of a i’roposed Combined Federal 
Flood and Wind Insurance Progtvm, GA<’)-0S-o(i4 {W,ishington, D.G.; Apr, 25, 2008)- 

*'See GAO, Information on Proposed Changes to the National flood Insutvnce Program, 
(;A( )-aM20R (Washington, D.C.: Fob. 27. 2005)). 
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Finally, wc have reported that creating a catastrophic loss fund to pay 
larger-thait-average annual losses would be challenging, for several 
reasons.^ For example NFIP’s debt to Treasury would likely prevent NFIP 
from ever being able to cxjntribute to such a fund. Furt her, sucli a fund 
might not eliminate NFIP’s need to borrow for largerThan-expected losses 
that occurred before tlie fund was fully financed. Building a fund could 
also require significant premium rale increases, potentially reducing 
participation in NFIP. 


CiOSinE CordlTlGntS FEMA faces a number of ongoing challenges in managing and 

^ administering NFIP that, if not addressed, will continue to work against 

improving the program’s long-term financial condition. As you well know, 
improving NFIFs finaticial condition involves a set of highly complex, 
interrelated issues that are likely to involve many trade-offs and have no 
easy solutions, particularly when the solutions to problems involve 
balancing the goals of charging rates that reflect the full risk of flooding 
and encouraging broad participation in the program. In addition, 
addressing NFIP’s current challenges will require the cooperation and 
participation of many st.akeholders. 

As we noted when placing NFIP on the high-risk list in 2006, 
comprehensive reform will likely be needed to address the financial 
chixllenges facing tlie program. In addressing these financial challenges, 
FEMA will also need to address a number of operational and management 
challenges before NFIP can be eligible for removal from the list. Our 
previous work has identified many of the necessary actions that FEMA 
should lake, and preliminary observations from our ongoing work have 
revealed additional operational and management issues. By addressing 
both the financial challenges as well as Lite operational and management 
issues, NFIP will be in a much stronger position to achieve its goals and 
ultimately to reduce its burden on tl\e taxpayer. 


Chairwoman Waters and Ranking Member Capito, this concludes my 
prepared statement. 1 would be pleased to respond to any of the questions 
you or other members of the Subc;on\mittee may have at this time. 


^See (;aCM)9^20R. 
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Good Morning Chairwoman Waters and Ranking Member Capito and Members of the 
Subcommittee. I am David R. Conrad and I .serve as Senior Water Resource.s Specialist for the 
National Wildlife Federation, the nation’s largest conservation education and advocacy 
organization with more than four million members and supporters and affiliate conservation 
organizations in 47 U.S. states and territories. We greatly appreciate the opportunity to offer our 
views on legislation to reform the National Flood Insurance Program. 

The National Wildlife Federation has had a long and active involvement in the National Flood 
Insurance Program and wc were deeply involved in the legislative reform efforts for this program 
leading to the 1994 and 2004 NFIP Reform Acts. Unfortunately, despite the program’s having 
provided needed insurance for millions of Americans, having accomplished some of its original 
goals, and despite some important improvements made in these Reform Acts, including some 
improved lender compliance, establishment of a Community Rating System and a Flood 
Mitigation Assistance Program and Severe Repetitive Loss Program, the NFIP now finds itself in 
the deepest and most serious trouble of its entire 42-year history and without help it could be in 
danger of eventual collapse. 

NFIF Facing Its Greatest Crrsis and Challenges in the Program’s History 

The NFIP currently faces a debt of $1 8.75 billion to the U.S. Treasury, a debt service which is 
likely to rise in the near future, annual revenues of only $.5 billion and virtually no possibility of 
being able to repay the debt from program revenues. It is in essence bankrupt. While the program 
has established .some minimum standards that are now in place in most communities, it has 
fundamentally failed to keep pace with and to substantially discourage and reduce the buildup of 
flood risks and damages across the nation. It has also contributed to the deterioration and loss of 
important floodplain and coastal habitat areas and decline of valuable and sensitive ecosystems. 
The program is also now facing a major taxpayer bailout, but given the many problems the 
program continues to face, we have little reason to believe or confidence that without major 
changes, this scenario will repeat itself over and over in the future. We do not believe the public 
or Congress would ultimately continue the program under such conditions. 

The NFIP was originally founded on a strategy developed by eminent scientists and government 
officials in the early 1960’s which combined the ideas of identifying Hood risks (generally 
through mapping), developing and implementing risk-reducing land use and building codes, and 
providing affordable insurance that was not otherwise available in the private markets. Forty 
years later, we find major failures on each of the.se fronts, we believe largely because of failure 
to charge actuarially sound rates and to aggressively mitigate risks. National flood damages, 
particularly from major flooding events - rather than decreasing as the founders would have 
hoped - are now rising almost exponentially. 

The NFIP has failed to adequately restrict growth in high-risk floodprone and environmentally- 
sensitive areas. Additionally, there is growing evidence that frequency and severity of major 
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storms and hunicanes are increasing in many areas due in part to climate change and seadevel 
rise factors and land development, yet the NFIP has done little to anticipate the enormous 
potential for flood-related losses these changes portend. 

Climate Change Presents Significant New Threats of Flooding. 

Climate change is causing heavier rainfall, changing patterns of snowfall, bringing more severe 
hurricanes, and increasing sea level, all of which will increase Hooding risk and likely exacerbate 
already increasing flooding damage. Across the nation, precipitation is already more likely to fall 
in heavy dow'npours than in light sprinkles, a trend expected to continue as the atmosphere 
continues warming,' 

• In the Midwest and Northeast, big storms that historically would only be seen once every 20 
years are projected to happen as often as every 4 to 6 years by the end of the 2 1 st century. 

• Winter precipitation is beginning to shift toward more rain instead of snow. The fraction 
of winlertiprie precipitation falling as snow declined by 9 percent .since 1949 in the 
Western United States and 23 percent in the Northeast. The biggest shifts from snow to 
rain are in March for all regions studied, December in New England, and January along 
the Pacific coast.’ 

• Rain-on-snow events may become more common in .some locations."* Recent events in 
the Pacific Northwest have caused extensive and notable flooding. In January 2009, tens 
of thousands were evacuated and major transportation routes were closed when 10 inches 
of rain fell over 2 days, causing major snow melt and flooding in western Washington 
State. ^ 

At the same time, scientists have been gaining confidence in projections for more inten.se 
hurricanes and tropical storms in the future, even as they continue to debate whether they can 
detect the signal of climate change in the records of past storms. The latest studies indicate that 
hurricanes will have stronger winds and more rainfall, but will become .somewhat less frequent. * 

• The mean maximum wind speed of tropica! cyclones is likely to increase by 2 to U 
percent globally by the end of the century. The biggest changes may occur for the most 
intense sionns, with the wind .speeds of these storms increasing by a significantly larger 

' CeSP, 2008a. Weather arid Climate Extremes in a Changing Climate. Regions of Focus: North America. Hawaii, 
Caribbean, and V.S. Pacific Islands. A Report by the U.S. Climate Change Science Program and the Subconimitiee 
on Global Change Research. [Thomas R. Karl, Gerald A. Meeh!, Christopher D. Miller, Susan J. Hassol, Anne M 
Wapie, and William L. Munay (eds.)] Department of Commerce, NCAA’s National Climatic Data Center, 
Washington DC, USA, 164 pp. 

^ CeSP, 2008a 
CeSP, 2008a 

Hamlet. A.F., and D.P. Lettcnmaier, 2007. Effects of 20'"** Century Warming and Climate Variability on Flood Risk 
in ihe We.stem U.S., Water Resources Research 43:W06427. 

^ Mapes, L,V., January 1, 2010, 2009 Was a Year of Weather Extremes. The Seattle Times. 

6 Knutson, T.R., et al., 2010. Tropical cyclones and climate change. Nature Geosciences Advance Online 
Publication on February 21, 2010, DOI; 10.1038/NGE0779. 
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percentage/ While these changes in wind speed may seem small, they can translate into 
large increases in damages. For example, a 10 percent increa.se in wind .speed of a 
category 4 hurricane can increase damages by about 50 percent. * 

• All climate models project more rainfall from tropical cyclones in a wanner climate. The 
latest projections are that rainfall from hurricanes may increase from 3 to 37 percent.’ 

The average increase projected by the late 21’‘ century is about 20 percent within 62 
miles of the storm center. 

Sea-level rise will even further increase the vulnerability of .states along the Gulf and Atlantic 
coasts to storm-surge flooding. When a tropical storm hits, higher ,sea-level translates into bigger 
storm surges that can cau.se flooding further inland. Sea-level rise will also endanger coastal 
wetlands and barrier islands that form a first line of defense and help buffer coastal areas against 
hurricanes and storm surges. Even in the unlikely circumstance that the characteristics of tropical 
cyclones do not change, scientists are highly confident that sea level is rising and that coastal 
areas will have a greater risk of damaging stonn surge. Globally, sea level has already increased 
by about 7 inches over the past century due to thermal expansion of water and the melting of 
land-based glaciers and ice. ” Additional increases in .sea level are considered inevitable; the 
question only remains as to how much and how fast. 

• In 2007, the Intergovernmental Panel on Climate Change projected that sea level would 
rise 7 to 23 inches by 2100.‘‘ More recent studies indicate that .sea level could rise much 
more rapidly; for example, Martin Vermeer and Stefan Rahmstorf projected 2.4 to 6.2 
feet of sea-level rise over the same lime period.” To put this in perspective, a two-foot 
rise in sea level would mean regular inundation for 2,200 miles of major roads and 900 
miles of railroads in Maryland, Virginia, North Carolina and the District of Columbia.” 

• Ideally, coastal wetlands (and their ability to buffer storm surge impacts) would survive 
by migrating inland as sea levels rise. However, a recent study of land-use plans for states 


’ Knutson el al., 2010. 

* CeSP, 2008a 
’ Knutson et al., 2010. 

” Knutson et al., 2010. 

Intergovernmental Panel on Climate Change (IPCC), 2007. Climate Change 2007: The Physical Science Basis. 
Contribution of Working Group I to the Fourth Assessment Report of the Inlergovernmenlat Panel on Climate 
Change (Solomon, S., O. Qin, M. Manning. Z. Chen, M. Marquis, K.B. Averyt, M. Tignor and H.L. Miller (eds.)]. 
Cambridge University Press, Cambridge, United Kingdom and New York, NY, USA, 996 pp. 

” IPCC, 2007. 

” Vermeer, M,, and S. Rahmstorf, 2009. Global sea level linked to global temperature. Proceedings of the National 
Academy of Sciences. 106(51): 21,527-21.532. 

” CeSP. 2008b. Impacts of Climate Change and Variability on Transportation Systems and Infrastructure: Gulf 
Coast Study, Phase LA Report by the U.S. Climate Change Science Program and the Subcommittee on Global 
Change Research [Savonis, M.J.,V.R. Burkett, and J.R. Poller (eds.)].Departmenl of Transportation, Washington, 
DC, USA, 445 pp. 
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and local areas along the U.S. Atlantic coasts found that less than 10 percent of land 
within about 3 feet of the current sea level has been set aside for conservation.'^ 

Broad Changes Are Needed. 

The National Wildlife Federation believes the NFIP is in immediate need of a complete and total 
review to overhaul the program and to devise new strategies to address its missions. We are 
extremely concerned the legislation under consideration here today will fall far short of 
addressing the most critical problems facing the program. Some of the measures proposed in the 
legislation have major potential to make the financial and environmental problems worse. 

Broadly speaking, we believe many changes should be made to place the NFIP on a more sound 
footing. To seriously improve the program, the following broad actions should be taken: 

• all rates should be moved to actuarial levels to reflect the true risk of flood hazards; 

• means-tested assistance should be developed for low income homeowners and renters to 
obtain needed insurance while also finding the means to mitigate their own flood risks; 

• flood hazard maps and risk identification should be substantially improved and expanded 
to include potential inundation areas below dams and behind levees and other flood 
control system structures in the event of failures, and to reflect a range of other flood 
risks such as erosion areas, ice Jams and other hazar ds; 

• flood maps should also be expanded to reflect reasonably foreseeable risks from climate 
change and sea-level rise effects, and should identify more than simply the ri.sk of a 1- 
percent annual chance flood level, but include a variety of Hood potentials and risks 
based on reasonably anticipated future conditions, including from changes in land use 
and watershed development and effects of urbanization; 

• flooding risks must be much better communicated to the public; 

• mandatory flood insurance purchase requirements should be expanded - not contracted - 
to include areas with these additional risks; 

• improved and stronger land use regulation.s, building codes, and building elevation 
requirements and freeboards, including limitations on floodplain filling and construction 
in places such as natural floodways, on barrier islands and coastal surge zones, and in 
areas providing important natural and beneficial ecological functions, fish and wildlife 
habitat and natural services (such as water quality, groundwater recharge, and sediment 
and erosion control) should be required and implemented; 

• hazard mitigation and protection of key natural and beneficial functions must be made the 
heart of the NFlP’s risk reduction strategy - not a side exercise. 

Urge a Three-Year Reauthorization to Match Obama Administration Approach 


Titus, J.G., et al, 2009. State and local governments plan for development of most land vulnerable to rising sea 
level along the US Atlantic coast. Environmental Research Letters 4; 044008 (7pp). 
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The legislation before the Committee does not address most of the above concerns. We 
understand the goal of the current legislation is primarily to address certain immediate financial 
concerns and has not been intended to address the full range of failings and issues facing the 
NFIP. We are greatly encouraged by FEMA Director Craig Fugate’s and the Obama 
Administration’s decision to initiate a major two-year effort to review the NFIP, with the intent 
to make comprehensive administrative and legislative recommendations to guide the course of 
this program into the future. This effort has tasked a FEMA NFIP Working Group to identify 
and analyze options for the future of the NFIP, including the results of a listening session 
conducted in November, 2009, with over 100 stakeholder representatives and experts, additional 
listening sessions, review of scores of studies and reports that have been prepared in recent years. 

We are concerned, however, that the Discussion Draft proposes a 5-Year NFIP reaulhorization 
without addressing many of the program’s fundamental problems. We would strongly urge 
instead that the authorization be limited to possibly 30 months or at most three years, because the 
history of such long-term authorizations is often to delay critical attention being paid to 
addressing systemic problems, many of which will require Congressional action for resolution. 
We do not believe the longer period will likely bring stability to this sector of the housing 
market, but what is most needed for stability is a rapid and honest response to the major 
challenges faced by the NFIP, 

Oppose Addition of Wind Insurance to NFIP — H.R. 1264, Multiple Peril Insurance Act of 
2009 

H.R. 1 264 proposes that insurance against wind damage be added to the National Flood 
Insurance Program. The National Wildlife Federation believes such an addition could severely 
undermine an already staggering NFIP. We strongly urge members of the Committee to oppose 
such an addition. 

While we have great sympathy for homeowners who experienced post-Katrina difficulties in 
adjusting wind and flood claims, we believe these are areas that should be left to state insurance 
regulation systems and FEMA adjustment procedures. We do not believe the Federal 
government should get into the business of assuming liabilities and re.sponsibilities for wind 
coverage that has largely been well-served by private sector insurance and reinsurance industries. 
Wind-related in.surance coverage is not an area in which FEMA or the NFIP have special 
expertise. The total risk potential of wind damages could dwarf the risks related to floods. 

In addition, H.R. 1264 would make citizens believe that they are protected from catastrophic 
losses, when they are not. Despite the bill’s statement that rates are intended to be actuarial, it is 
precisely the shift of risk to the Federal government that could result in rates that mask the true 
risks of wind hazards and remove an important signal for residents to manage and mitigate their 
own risks. For over forty years this has been a key weakness of the NFIP, and H.R. 1 264 will 
only exacerbate and amplify that weakness. 
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The bill seriously fails to establish any effective means of mitigating and reducing risks. 
Provisions such as requiring that coverage be limited “unless an appropriate public body shall 
have adopted adequate mitigation measures . . . consistent with . , . International Code Council 
building codes relating to wind mitigation” still would leave FEMA without effective tools 
directly or indirectly to control and manage land use and zoning (which building codes do not 
address), and would fail to manage many of the critical risks the bill proposes to insure. 

At this time, when the NFIP is truly in a financial crisis, having failed to adequately manage 
flooding risk after forty years, we believe it would be a major mistake to add wind coverage, a 
major peril once again for which FEMA lacks any track record or special expertise, and which 
we believe would distract attention from much needed critical NFIP program reform efforts. 


April 15, 2010 “Flood Insurance Reform and Priorities Act of 2010” Discussion Draft - 
General Comments 

Once again, we appreciate this Subcommittee’s efforts to develop reform legislation for the 
National Flood Insurance Program. As we have said we continue to be concerned that the Draft 
legislation is thus far narrowly con.strained to financial and rate related issues, but we understand 
that this is not intended to be the comprehensive reform legi.slation that will be needed. There is 
no question that with the growing effects of climate change, population growth and changes in 
watersheds and land uses, much more needs to be done now and in the very near future to 
address flooding risks and the way the NFIP is structured and operated to be fiscally and 
environmentally sound. 

In general the history of the NFIP has been that .subsidized flood insurance rates are created, but 
afterward the subsidized rales are seldom, if ever, moved to actuarial levels. We are pleased that 
Section 5 if the bill mandates a five-year phase out of pre-FlRM subsidies for two major classes 
of properties - nonresidential properties and non-primary residences. Long-grandfathered 
vacation homes, second hoinc.s and business properties will have rates moving closer to 
reflecting their true flood risk. In a few years this will help stem the substantial annual losses 
associated with these flood insurance policie.sWe urge Members to consider amending this 
provision to add other major classes of heavily subsidized classes of properties that are heavily 
impacting the financial health of the NFIP. 

Repetitive Loss Properties and Severe Repetitive Loss Properties. 

In 1998, the National Wildlife Federation completed and released a landmark report entitled 
Higher Ground on the NFIP repetitive flood loss properties - those that have two or more paid 
claims of at least $1000 each over a rolling 10-year period. At that time our report showed there 
were 74,501 repetitive loss properties in the NFIP ~ approximately 2 percent of insured 
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properties - with 200,182 paid claims from 1978 - 1995, which had cost the NFfP $2,581 billion 
- approximately 40 percent of alt claims paid. 

Today, despite Congress’ efforts in the 1994 and 2004 Flood Insurance Reform Acts, the total 
number of repetitive loss properties has grown to 153,000 repetitive loss properties with 447,700 
claims that have cost the NFIP $10,692 billion. Within these properties, 9129 properties are 
“severe repetitive losses” with 50,607 lo.sses that have cost the NFIP over $ 1 .5 billion. 

Many of these properties have for decades continued to receive highly-subsidized pre-FIRM 
rates. The subsidies have continued to discourage many building owners to substantially 
mitigate risks. We would strongly urge the Committee to amend Section 5 to include severe 
repetitive loss properties and repetitive loss properties whose cumulative claims exceed the fair 
market value of the propeny to non-residential and non-primary residential properties being 
phased-in to receive actuarial rates. 

Finally, and as we describe in the detailed comments below, the Federation is extremely 
concerned about provisions in Sections 6 and 10 in the Discussion Draft that would delay or 
waive the requiremenfs for mandatory flood iasurance purcha.se where residents remain 
vulnerable and inadequately protected from flooding. We urge the Committee to reject such 
provisions. The.se run contrary to basic premises of the NFIP and should not be included in any 
flood insurance reform bill. 

Specific Comments on Discussion Draft: 

See. 2. Findings and Purposes. 

We recommend three findings be added; first, to recognize the very difficult financial condition 
that exists with the NFIP; .second, that FEMA is undertaking a major up-to-two year critical 
review and comprehensive analysis to consider the largest breadth of public policy options to 
make recommendations regarding issues of immediate concern and to establish a solid 
foundation for the NFlP’s future; and third, that this review should be timely delivered to 
Congress and it is expected along with other studies and reports to assist Congress and the 
Administration to comprehensively address many of the problems that may not be 
comprehensively addressed in the present legi.slation. 

Sec. 3. Extension of the National Flood Insurance Program. The Federation strongly 
recommends that the extension in this section be for not longer than three years. FEMA is 
currently embarking on an important up-to-two-year review to make comprehensive legislative 
and administrative recommendations for the Program’s future. A longer authorization would 
likely delay concerted action in respon.se to this critical review. 

Sec. 4. Maximum Coverage Limits. The Federation urges the Committee not to increase NFIP 
maximum coverage limits at this time, but instead to urge FEMA to promote more availability of 
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private sector coverage perhaps among WYO companies for the higher level amounts. We 
understand more of a market has begun to develop in recent years to provide additional coverage. 

See. 5. Phase-In of Actuarial Rates for Nonresidential Properties and Non-Primary 
Residences. 

The Federation supports moving all non-residential and non-primary residential properties to 
actuarial rates. Our 1998 Higher Ground report identified the subsidized rates of many repetitive 
loss properties receiving their insurance at less than 40 percent of actuarial rates were often not 
sufficiently inceiitivized to initigate their risks, and the costs of these properties were and 
continue to be a major drain on the NFIP Fund. We recommend in addition that subsidized rates 
for other high-loss properties be moved to actuarial levels, such as severe repetitive loss 
properties, properties with cumulative losses that exceed the property value, or properties with 
substantial damage or substantial improvement properties. 

Sec. 6. S-Year Delay In Effective Date of Mandatory Purchase Requirement for New Flood 
Hazard Areas. 

The Federation strongly opposes this provision as drafted because it would leave property 
owners in flood hazard areas vulnerable to major losses with only greatly limited disa.ster 
assistance as a back-up. This provision should be stricken. The rate phase-in proposed in Section 
7 is a better mechanism to lessen the degree of immediate impact of being newly mapped into 
special flood hazard areas, while assuring homes and businesses are covered for the known high 
ha7.ard risk. 

Sec. 7. 5-Year Phase-In of Flood Insurance Rates for Newly Mapped Areas. 

This section e.stablishes a 5-year phase-in to the actuarial risk-ba.sed rate for any properties newly 
mapped into special flood hazard areas in increments of 20 percent of the actuarial rate added 
each year. The Federation understand.s that, especially for low-income homeowners and renters, 
the new cost of flood insurance may be a financial hardship, and we would support such a phase- 
in for these properties of low income residents. It is critical especially for these residents to have 
flood insurance. Many of these residents would be the least able to afford the devastation 
associated with significant flood damages, and mitigation of their risk should be the principal 
and overriding Federal objective. 

We would urge that the Committee con.sider a more rapid phase-in to actuarial rates of other 
properties, including second homes, vacation homes and business properties, such as two to four 
years. This would further limit the exposure of Federal taxpayers for large potential losses and 
appropriately incentivize risk mitigation by the owners and their communities. 

We would also urge consideration of potential means-tested Federal housing aid for low-income 
residents over a limited period. We are concerned about creating a moral hazard, how'ever, in the 
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event of any permanent-type subsidization of lower income residents to live in high hazard flood 
prone areas. Any such assistance or voucher-type program must be accompanied by hazard 
mitigation as.sistance, as well. 

Sec. 8. Increase in Annual Limitation on Premium Increases. 

NWF supports this provision. The provision raises the cap on annual premium rate increases 
from 10 to 20 percent, allowing FEMA to bring rates toward actuarial more easily. Affordability 
issues should be addressed differently and not by masking true actuarial risk-based rates. 

Sec. 9. Consideration of Construction, Reconstruction, and Improvement of Flood 
Protection Systems in Determination of Flood Insurance Rates. 

The Federation urges modification of this Section. NWF is concerned that in Section 9 in those 
situations where local flood protection systems have been found to be disaccrediled and local 
agencies or flood protection system owners are attempting to get a restoration zone status to set 
rales for properties as if the flood protection system were restored and in place, the position of 
FEMA and the Federal government is substantially weakened by removing Federal agency 
discretion in finding whether the flood protection system is “restorable," by expanding the 
provision to include coastal flood protection systems which in many cases are temporary and not 
reliable in the long term, and by potentially reducing the criteria for “adequate progres.s” toward 
restoring flood protection systems, such that it could be many years before actual restoration is 
completed. For example, coastal flood protection projects - often bulkheads, sea-walls, jetties or 
beach sand pumping and placement that can rapidly deteriorate - especially in the face of 
increasing sea-level rise and more powerful coastal storms. Thus with these amendments the 
NFfP could wind up providing major rate subsidies for long periods or potentially indefinitely. 
This would, once again, likely result in discouraging many building owners and residents to 
mitigate their own risks, and would expose the Federal taxpayers now backstopping the currently 
insolvent NFIP to much greater losses. 

We urge that, at the very least, these provisions be modified to retain Federal agency and FEMA 
judgment and concurrence on whether the flood protection system is “restorable,” and FEMA 
must retain key involvement. It is critical that the legi.slation not discourage or impair FEMA’s 
ability to assure that the conditions and liming of construction, completion and fiscal 
arrangements in restoring protection will be completed and operational in a relatively short time. 
If not, it is not reasonable to extend the level of highly subsidized insurance for a long and 
especially open-ended period, e.specially where there is no involvement of Federal agencies or 
funds in restoring the flood protection system. 

See. 10. Treatment of Certain Flood Protection Projects. 

The Federation strongly opposes this provision. It would leave many people at risk of flooding 
without flood protection or flood insurance. We urge that this provision be stricken. It would 
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permanently exempt from the NFlP’s mandatory purchase requirement any area that has 
previously been certified with protection from at least the 1 percent annual chance flood (100- 
year flood). Even if conditions have radically changed, the bill would continue to exempt these 
areas from the mandatory purcha,se requirement. We do not believe this is wise policy and it 
would leave potentially hundreds of ihomsands of residents who are at substantial risk of flooding 
without flood insurance. 

Second, Section 10 would permanently set the rate.s for flood insurance at the lowest possible 
rate while a re.storation of the flood protection system is proceeding. Because the bill would 
weaken Federal discretion and judgment on whether the restoration was proceeding at a 
reasonable and rapid rate the Federal taxpayers are at risk of major losses. It appears that the 
same extremely low rate would apply even if it has been determined, based on changed 
“waterflow data or other scientific information obtained after, or that has changed since, 
commencement of construction, reconstruction, or improvement,” that the flood protection 
system would not provide 100-year level of protection, even when it is completed. 

There are hundreds of potential situations across the nation where this provision could ultimately 
apply. We are aware of at least one case on the Middle Mississippi River where recent scientific 
studies exhibit cavalier and potentially irresponsible manipulation of hydrologic data that may 
have resulted in significant underestimation of flood elevations from large floods, thus masking 
the true flooding risk for major populations in that region."’ In this case, scientists are cun'ently 
saying that flood risks are substantially higher than Corps of Engineers flow frequency models 
identify and thus the NFtP flood maps are also underestimating the risk. The Federation strongly 
urges the Committee not to adopt such language, which would bar FEMA from applying the 
NFIP requirements to properly inform the public and assure the necesiiary purchase of insurance 
to assist and protect re,sidents where true flood risks exist. 

Sec. 11, Exception to Waiting Period for Effective Date of Policies. Such an exception when 
a policy is purchased within 30 days of a purchase or transfer of property seems reasonable. 

Sec, 12. Enforcement. The Federation supports strengthening penalties for failures by lenders 
to meet NFIP requirements associated with the mandatory purchase requirements. Any penalties 
collected are u.sed for mitigation activities, which also improve the financial condition of the 
NFIP. We urge the Committee to strike the provision’s “good faith” exception, which might 
negate the intended effect of spurring lenders to improve their compliance. 

Sec. 13. Notification of Tenants of Availability of Contents Insurance. NWF supports this 
provision to improve outreach to tenants. 


Pinter, N., et. Ai., Historical discharge measurements on the Middle Mississippi River, USA: no basis for 
‘changing history' Hydro!. Process. 24, 1088-1093 (2010) 
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Sec. 14. Flood Insurance Outreach Grants. Sec. 14 authorizes up to $50,000,000 annually for 
5 years (FY 201 1-2015) for up to 75 percent grants to local communities for education and 
outreach to owners and tenants on availability and value of purchasing insurance. Such a 
program should also include outreach regarding flood risk mitigation for homeowners, renters 
and businesses, and should include state-level involvement. 

See. 16. Authorization of Additional Staff. The Federation would support this authorization of 
additional staffing at FEMA. 

Sec. 19. Study Regarding Mandatory Purchase Requirement for Natural 100-Year 
Floodplain and Non-Federally Related Loans. 

Given the Federation’s increasing concerns regarding how climate change and ,sea-level rise are 
in many areas increasing flooding risk and increasing uncertainty of future large floods the 
nation may experience, the Federation supports expanding the areas and numbers of homeowners 
that cairy flood insurance. A provision with this title was included in the House-pas.sed H.R. 
3121 in the 1 10'*' Congress, however, the language in the Discu.ssion Draft is only iimited to a 
study of expanding coverage requirements to non-Federally Related Loans, and does not include 
a study “Regarding Mandatory Purchase Requirement for Natural 100-Year Floodplain." 

Rather than authorizing a study, the Federation would strongly urge the Committee to amend this 
section to authorize FEMA to expand its mapping program, working with other federal agencies 
and state and local partners, to add identification of “natural 100- year floodplains” and “residual 
risk areas,” including inundation areas below dams and behind levees and other flood control 
structures in the event of failure of protection systems, and authorize the Director of FEMA to 
extend mandatory purchase and set appropriate risk-based flood insurance rates for these risk 
zones. These are critical areas to be added to the NFIP to provide protection to the public and as 
the effects of global warming, aging of the nation’s infrastructure and other developments are 
occuning. 


Conclusion 

Once again, the National Wildlife Federation greatly appreciates the opportunity to provide our 
views on legislation to reform the National Flood Insurance Program. We look forward to 
working with the Committee as the process continues, and i would look forward to responding to 
any questions Members may have. 
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TESTIMONY OF MARK DAVEY 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 
FIDELITY NATIONAL INSURANCE COMPANY 
ON BEHALF OF THE 

WRITE-YOUR-OWN FLOOD INSURANCE COALITION 

“THE NATIONAL FLOOD INSURANCE REFORM AND 
MODERNIZATION ACT OF 2010” 

AND 

H.R. 1264, “THE MULTIPLE PERIL INSURANCE ACT OF 2009” 

FINANCIAL SERVICES SUBCOMMITTEE 
ON HOUSING AND COMMUNITY OPPORTUNITY 

UNITED STATES HOUSE OF REPRESENTATIVES 
APRIL 21, 2010 

My name is Mark Davey and I am President and Chief Executive Officer of Fidelity National 
Insurance Company. We recognize and share your concerns regarding the National Flood Insurance 
Program (NFIP) and natural catastrophe issues and we are here today to offer solutions to protect 
consumers. 

Fidelity National is a “Write-Your-Own” (WYO) flood insurance partner with the NFIP and 
the largest writer, through this Program, of flood insurance in the nation. Fidelity National is also a 
member of the WYO Flood Insurance Coalition, a group that includes the 85 private insurers that 
participate in this Program and the national property/casualty trade associations. Thank you for the 
opportunity to appear before you today on behalf of Fidelity National and the WYO Flood Insurance 
Coalition. 

Introduction 


The NFIP has experienced five short-term extensions in just the past few months leading up 
to this hearing - including two “lapses” when the Program was essentially unable to write new 
business and provide vital coverage to homes and businesses. These developments have hindered 
numerous consumer housing closings and caused significant market uncertainty for our nation’s 5.5 
million NFIP policyholders, real-estate professionals and lenders. Fidelity National and the other 84 
“Write-Your-Own” insurers are also very concerned about these short-term extensions and the 
uncertainty surrounding the future of this vital program. 

With respect to the Multiple Peril Insurance Act, unlike the NFIP and some other sectors of 
the financial services industry, homeowners insurers are sound, stable and able to provide wind 
coverage where government does not displace markets. Global reinsurance capacity has increased, 
even after the recent financial crisis, and the homeowners insurance indastry has continued to be 
2600 South River Road, Oes Plaines, IL60018'3286 Telephone 847-297-7800 Facsimile 847'297-5064 www.pciaa.nei 
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very strong and stable, with low leveraging and high liquidity to maintain our ability to provide wind 
coverage without pause during these volatile economic times. Where government maintains 
regulatory stability and allows insurers to compete like other industries with market-based rates, the 
private markets are highly effective, efficient, and able to fulfill consumer needs. 

Expansion of the NFIP to include wind and any other natural catastrophe insurance issue will 
ultimately drive out private sector capital and competition, leaving taxpayers with massive risk 
exposures. To the extent that there are political imperatives to address very specific constituent 
groups with very specific needs, we believe that discrete and narrowly targeted, market-based 
solutions should be used rather than a large scale goveniment expansion of the NFIP. 

National Flood Insurance Program Reauthorization/Reforms 

Insurers like Fidelity National seek a long-term rcauthorization of the NFIP to protect 
consumers and help increase stability for real estate professionals and lenders. We believe that a 
long-term commitment from Congress will provide WYO insurers with the certainly they need to 
allocate precious resources to continue a long-term relationship with the NFIP to help administer the 
Program and provide vital flood protection to our nation. Currently, Congrc.ss has entered into a 
cycle of enacting a series of short-term extensions for the NFIP which has already led to two lapses 
in the Program’s coverage in 2010, WYO insurers and the industry arc concerned with the constant 
short-term extensions and the negative impact it is having on consumers and taxpayers. 

Floods are the most common natural disasters to occur in the United States and the NFIP 
provides over 5.5 million Americans with needed flood insurance coverage. Properly damage 
caused by a flood is not covered under typical personal and commercial property policies. Flood 
insurance must be bought as a separate policy through the NFIP, which is the primary source for 
flood insurance in the country. 

This year’s heavy spring storms servo as yet another reminder that aM Americans, not just 
those in coastal states, need the protection provided by the NFIP. There are NFIP policies in place in 
every state. In 2008, the average NFIP flood claim wa.s S42,000 per homeowner, with over $2.5 
billion in flood damages paid to consumers through the Program. This August will be the fifth 
anniversary of Hurricane Katrina, and in 2005 flood loss payments from hurricanes Katrina, Rita and 
Wilma totaled SI 7.6 billion - the highest amount on record. It is important that we learn from the 
past to prepare for the future. 

Government insurance programs are rarely actuarially sound despite the best intentions of 
Congress. In fact, the NFIP was created in 1 968 in part based on a report by HUD that indicated 
even if the private insurance industry were to have offered flood insurance on a sound actuarial 
basis, inhabitants of flood prone areas would have rejected unsubsidized coverage as too costly or 
too uneconomical. Following the severe 2004 and 2005 hurricane seasons, Ihe NFIP remains 
heavily in debt. Saddled with almost $ 1 billion in interest payments on an $ 1 8.2 billion loan, it is 
unlikely that the Program will ever be able to pay off its “credit card.” Political pressures will 
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probably prevent the Program from ever achieving market-comparable premium rates or 
accumulating a safety-net surplus as is required of private itLsurcrs. 

Regretfully, we do not believe that the Program can recover unless this massive debt is 
forgiven. In conjunction with forgiving the debt, significant reforms arc critical. Once the debt is 
forgiven, the Program could then “start over” with reforms in place that would pul the NFIP back on 
stronger financial footing. In order to accomplish this goal, the NFIP must ensure that premiums for 
flood coverage reflect the true costs to taxpayers so that expensive government flood loss subsidies 
can be eliminated over time. 

Insurers participating in the WYO program are responsible for helping administer 95 percent 
of the NFIP business. Unfortunately, despite continued expensive education and outreach efforts by 
WYO companies, the number of homeowners and businesses purchasing flood insurance protection 
has already dropped following its peak after the severe 2004 and 2005 hunicanc seasons. 
Participation in the Program needs to continue to grow. Consumers need to be educated about the 
importance of having flood insurance and encouraged to continue purchasing it. 

Through the partnership established by the WYO program, our company, Fidelity National, 
is a leading provider of flood insurance. Administering and marketing the flood program is very 
complex and expensive, and the number of insurers willing to do so under the current federal 
compensation formula has significantly declined. As fewer private companies have been willing to 
market the product, it is not surprising that fewer consumers have purchased the product. 
Unfortunately, this cycle may lead to additional adverse selection and could necessitate further 
“borrowing” and significant taxpayer exposure through federal aid following a major catastrophe. 

There have been recent discussions regarding possible privatization of flood insurance. 
Industry risk-bearing and pooling was attempted in the 1970s, It was heavily subsidized by the 
federal government and insurer participation dwindled to the point that the federal government took 
the risk back. In the 1980s, the WYO program was established to increase consumer purchases of 
the product. Private insurers set premiums and spread risk amongst all those exposed to loss, not 
just the ones most likely to incur a loss. Even with a federal program, the vast majority of those who 
purchase flood insurance do so only because it is required by their mortgage lenders and the 
likelihood of loss is significant. And political pressures make it extremely unlikely that long-term 
rate and underwriting freedom would ever be allowed sufficiently to compete for private capital. 
Before revisiting the privatization issue, we would encourage Congress to take a long, hard look at 
how such a program would work. 

Our industry is also concerned with the lack of exclusive federal jurisdiction over the 
Program and we continue to encourage Congress to make sure that any and all issues related to the 
sales and administration of this Program fall under the federal law. The NFIP is overly complex and 
a consistent interpretation of legal issues through the federal judicial system is necessary. 
Establishing exclusive federal jurisdiction over all aspects of this Program would also help control 
litigation costs, which are borne by the NFIP, thus leading to more stable flood insurance premiums. 
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While the private sector does not currently bear the costs of government subsidies to Hood 
plain consumers, Fidelity National and other WYO insurers believe as a matter of public policy that 
reforms arc needed and that subsidies should be phased out and premiums should be risk-based and 
reflect additional taxpayer costs. With over $1.2 trillion of insurance exposure in force at the end of 
2009, the NFIP needs to have adequate premiums to reflect not only typical year costs, but also 
potential catastrophic losses, i.c., the probable maximum loss (PML), and capital costs. 

Additionally, following the passage of the Flood Insurance Reform Act (FIRA) in 2004, 
significant improvements were made by the NFIP to its claims appeals process that makes provisions 
establishing a NFIP ombudsman duplicative and unnecessary. Changes in the maximum amount of 
coverage available should ahso be reconsidered as they have not been indexed or adjusted since 
i 994. And lastly, the mandatory purchase requirement should be strengthened to ensure that those 
who need the product actually purchase it, hence minimizing the potential taxpayer impact when the 
next event occurs. 

Multiple-Peril Coverage - H.R. 1264 

Some have suggested that the NFIP, which already suffers under crushing debt and falls well 
short of actuarially sound flood underwriting and premium rates, should be expanded to cover 
windstonn risks. Along with numerous environmental, consumer, budget, and other non-insurance 
associations, the WYO Flood Insurance Coalition opposes expanding the Program and believes that 
there are alternative approaches to address problems associated with windstorm coverage. Our 
industry supports more narrowly targeted legislative and regulatory solutions that address specific 
problems and concerns without a vast and unnecessary expansion of a government program that is 
already in debt and in need of return to financial stability. 

Impact on the Economy and Affordability of Coverage 

Adding wind coverage to the NFIP could have the following consequences: 

• According to a study done by Tillinghast, Towers Perrin, if only 20 percent of the property 
marketplace purchases the NFIP multiple-peril (flood and windstorm) policy, potential los,ses 
could total from just over $4 billion to $78 billion, depending on the size and location of a 
catastrophic event. 

• According to a Property Casualty Insurers Association of America (PCI) analysis, federal control 
of wind insurance policies would result in about 41,775 jobs being eliminated throughout the 
country. This reduction in workforce translates into S2.6 billion in lost wages that would be 
removed from the economy. 

• Such a program could also mean a loss of more than $26.9 billion in private industry insurance 
premiums. Insurers must invest premiums to build capital and surplus to cover insured losses. 
Further, since insurers are strong investors in municipal, stale and local bonds, this loss of 
revenue could result in a loss of more than $20.48 billion in bond investments. 
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• The loss of revenue from such a market displacement would further result in more than S810 
million in lost state premium tax revenue and more than $780 million in individual slate and 
federal income tax revenues. 

• Irreparable damage to the private coastal insurance market would also result from such a 
program being put in place. Small or start-up companies, particularly in Florida and Louisiana, 
that voluntarily assume policies from the state-run insurance plans, would be put out of business. 
In Florida alone these companies account for over 28 percent of the property insurance market 
and $1.9 billion in premiums. 

• Instead of spreading risk globally through private reinsurance, risk would be transferred to a 
smaller region of U.S. taxpayers, and the private reinsurance capital ba,se would subsequently 
decline affecting other insurance markets across the country. 


While constituents may state that they cannot get wind coverage, they may mean that they 
could not find wind coverage at a price that they want to pay. This has been the experience of the 
stale govemment-run earthquake insurance program in California (the California Earthquake 
Authority) where take-up rates hover around 15 percent. Excessive government involvement in a 
private sector industry may shift costs from pre-funded private capital to post-funded taxpayer 
capital (which as we are seeing now with the NFIP is a cost-hiding, not a cost-savings), but it results 
in numerous indirect costs including loss of tax revenue, greater political interference in rate setting, 
and private job losses. 

Here the government has two choices; (1) take over the wind insurance market, which could 
artificially lower ihe price of coverage for some, with the potential for enormous costs to ail 
taxpayers, significant damage to the private sector, and a massive cross-subsidy from Americans 
who do not live in coastal zones; or (2) leave wind coverage to the private and state markets and 
consider more narrowly targeted solutions, including providing subsidies to individuals who truly 
cannot afford the risk-based costs of insurance. 

Fidelity National and the WYO Flood Insurance Coalition strongly support the latter option. 
Given the current economic climate, the timing could not be worse to eliminate private investment in 
the insurance market and to destroy private sector jobs. Instead, Congress could consider giving the 
small percentage of low-income coastal citizens who truly carmot afford their wind insurance 
premiums a subsidy that would be phased out over time. Such subsidies should be transparent and 
outside of the insurance system, so risk-based pricing is not distorted. Destroying the current system 
would essentially give the entire coastal community a taxpayer subsidy. 

Availability 

There is sometimes a misperception that windstorm coverage is not available in coastal 
areas. In fact, every homeowner can find windstorm coverage either through the private market or a 
state residual market plan. Every large coastal state has a residual market mechanism in place to 
assure the availability of windstorm coverage, and coverage is available through these entities to 


Page 5 



117 


more than 99 percent of the properties along the coasts. Only properties in significant disrepair are 
uninsurable through those programs. The following describes existing stale residual market 
mechanisms: 

1 . A Fair Access to Insurance Requirements (FAIR) Plan (a program also established by federal 
law in 1968) has been enacted in California, Connecticut, Delaware, the District of Columbia, 
Georgia, Hawaii, Maryland, Massachusetts, Mississippi, New .Jersey, New York, North Carolina, 
Oregon, Rhode Island, Texas, Virginia, and Washington. 

2. A “windstonn” or “beach” program designed specifically to provide windstorm coverage has 
been established in Alabama, Mississippi, North Carolina, South Carolina, and Texas. 

3. Both Florida and Louisiana have a Citizens Property Insurance Corporation (combination 
windstorm and FAIR Plan entity). 


Wind vs. Water 

Proponents of H.R. 1264 have stated that adding wind coverage to the NFIP will eliminate 
policyholder concerns over whether or not, or bow, their claims will be covered under the NFIP and 
their separate windstonn coverage. In fact, the bill would still require a determination of cause of 
loss (since the wind and flood perils arc separate, with separate premiums). Further, private insurers 
may write “excess” windstorm coverage (or perhaps excess flood coverage) and determining the 
appropriate relationship between the amounts covered by each peril may determine how much is 
paid under this scenario as well. 

GAO Report 

The GAO issued a report (GAO-08-504) in April 2008 that looked specifically at the issue of 
expanding the NFIP to include windstorm coverage. The report states that expanding the NFIP 
would require FEMA to address a number of significant challenges including: (1) determining wind 
hazard prevention standards; (2) adapting existing programs to accommodate the risk; (3) creating 
new rate-setting processes; (4) promoting the new program; and (5) staffing and administering the 
program. 

The report also states that even if all these issues were addrcs.sed there would still be significant 
obstacles in establishing such a program. It concludes that “an unknown portion of exposure 
currently held by state wind programs - nearly $600 billion in 2007 - could be transferred to the 
federal government.” It also indicates that the program would have trouble setting appropriate rates; 
therefore “the potential exists for losses to greatly exceed expectations, . .which could further 
increase FEMA’s debt.” 

Summary of the Perils of Expanding the NFIP 

The WYO Flood Insurance Coalition believes that expansion of the NFIP to include a multiple- 
peril policy to provide coverage for both flood and windstorm loss is ill-advised and would; 
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• Significantly displace the private market that continues to provide the majority of the 
windstorm coverage in coastal states, and all of the wind coverage in inland states; 

• Disrupt the various long-standing state residual market mechanisms established for the 
purpose of providing such protection in these catastrophe-prone areas; 

• Ultimately be inadequately priced, leading to a further government subsidy of a product 
widely available in the private marketplace; and 

• Create a significant burden on IJ.S. taxpayers. 


Although we recognize that NFIP expansion proposals are prompted by perceived problems in 
settling claims as between flood and windstorm coverage, current private and federal insurance 
contracts clearly include three avenues for appeal for consumers who arc dissatisfied with their claim 
settlement. Consumers may: (1) request an appraisal; (2) file an appeal with the NFIP; or, (3) as a 
last resort, turn to the court system. 

For these reasons. Fidelity and the WYO Flood Insurance Coalition urge you not to expand the 
NFIP to include a multiple-peril policy program in the NFIP refomi/rcauthorization legislation. 

Conclusion 


On behalf of Fidelity National and the WYO Flood Insurance Coalition, thank you for the 
opportunity to present our views today. Wc look forward to working with you to protect consumers 
and refonn and improve the National Flood Insurance Program. 
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Introduction 

Good afternoon Chairwoman Waters. Ranking Member Moore-Capito, and distinguished 
Members of the Subcommittee. It is my privilege to appear before you today on behalf of the 
Department of Homeland Security and the Federal Emergency Management Agency (FEMA) to 
discuss the National Flood Insurance Program (NFIP). 

As the Subcommittee continues the process of reauthorizing this program, it is important that we 
first look at the original intent and purpose of the NFIP, When Congress created NFiP 42 years 
ago, the nation had just experienced a series of deadly and costly natural disasters. We 
needed to address the escalating costs of flooding associated with these disasters, and we 
needed to provide financial relief to those who were most at-risk for flooding. We recognized, 
however, that the private sector insurance market was not able to provide a vehicle for insuring 
these properties. 

With these concerns in mind. Congress passed the National Flood Insurance Act of 1968 and 
established NFIP. The program was created to: 

• Protect communities from flood damage through state and community floodplain 
management regulations; 

• Provide our citizens with affordable flood insurance to better indemnify property at risk to 
flooding; and 

• Reduce the financial burden on the federal government for disaster assistance. 

While the principles of NFIP are straightforward, its implementation is more difficult— an 
effective flood management strategy requires that every homeowner at risk of flooding 
participate in the National Flood Insurance Program and purchase flood insurance. 

Challenges to Managing the National Flood Insurance Program. 

Over the last decade, the federal government has undertaken a comprehensive update of flood 
maps. This effort was widely supported by all levels of government, citizens and the private 
sector, as better information would be available to understand our risks for flooding and other 
disasters. 

Though these maps are generally well-received and provide better information, they do have 
financial consequences. Lenders require that individuals who are mapped into the Special Flood 
Hazard Area (SFHA) purchase insurance; although we empathize with individuals who face 
financial hardship and cannot afford to purchase flood insurance, we are bound by the laws that 
govern the program. At my direction, FEMA staff has searched for ways to exercise the 
maximum amount of flexibility as allowed by the statute. We have explored strategies that 
would ease the financial burden on individuals who have been newly mapped into the SFHA, 
and we continue to work with communities that have a definitive plan to repair their levees. 

While much has changed in the 42 years since Congress created the NFIP, the basic need for a 
fiscally sound and comprehensive flood management strategy has not. As Congress considers 
reform for the program, we offer several issues for your consideration. 
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First, we need to look at risk holistically for the entire hydrological cycle, understanding that we 
have to manage water as a resource. Second, development in high-risk areas is not managed 
by the federal government; use is managed locally, and decisions to build in those areas should 
be accompanied by paying for appropriate risks. We need to develop solutions for those that 
already live in high-risk areas and ensure that appropriate insurance coverage continues to be 
available. Third, we have to find better ways to communicate risk; in particular, we need to 
explain to ordinary citizens what a 100-year flood plain and a 500-year flood plain mean in terms 
of their actual risk. 


Fiscal Challenges Now Facing the National Flood Insurance Program 

One of the major challenges we now face is finding a way to alleviate the program’s current debt 
burden. Hurricanes Katrina, Rita and Wilma drove $18.7 billion in debt to the Treasury. Since 
fiscal year 2007, we have paid approximately $2.4 billion in interest on the debt. While we have 
been able to pay off nearly $600 million in principal during 2008 and 2009, extremely mild 
hurricane seasons and current low interest rates will not continue indefinitely. It is unlikely that 
we will ever retire this debt, and we continue to pursue debt forgiveness. The program's 
borrowing authority is currently capped at $20,775 billion, and the $2,075 billion that the 
Program is authorized to borrow before reaching that cap should be sufficient to address the 
program's needs for fiscal year 2010 provided there is no catastrophic flood event. 

The Subcommittee will hear testimony today about H.R. 1264, the Multi-Peril Insurance Act. 

This bill would amend the National Flood Insurance Act of 1968 to allow for the purchase of 
multi-peril coverage and optional separate windstorm coverage. We are concerned that under a 
multi-peril federal program, the liability for multi-perii insurance, which is currently absorbed by 
the private property insurance market, would be transferred to the U.S. Treasury and, ultimately, 
to the American taxpayer. 

Notwithstanding the bill's language, a Federal program will face pressures to set aside risk- 
based pricing and offer subsidized government insurance. If it lowered insurance prices below 
the actuarially-fair value, a Federal program would encourage people to take on more risk than 
if they faced the full expected costs of damages. In addition to the riskier behavior, Federal 
Government participation in the wind insurance market would displace private markets, and 
mandate an unfair cross-subsidy burden on taxpayers. 


FEMA’s Efforts to Improve and Strengthen the National Flood Insurance Program 

In the past two decades, FEMA has engaged in a number of efforts to solicit valuable input on 
how the NFIP should be improved. In 1998, FEMA gathered input from a wide array of 
stakeholders that culminated in the June 2000 report, “Call for Issues, Status Report.” 

Shortly thereafter, FEMA solicited the assistance of the American Institute for Research. 
Between 2001 and 2006, the Institute conducted an evaluation of the NFIP and ultimately 
prepared a series of detailed reports that helped further develop the program so that it would 
continue to meet the needs of the public and fulfill its Congressional mandate to reduce federal 
expenditures for disaster assistance and flood control. 
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NFIP Reform Working Group 

In anticipation of the upcoming reauthorization of the NFIP, I established an internal NFIP 
Working Group to develop policy recommendations for comprehensive reform. 

Phase I of that effort began with an NFIP Listening Session, which took place in Washington, 
D.C., last November. Nearly 180 participants, representing a broad spectrum of program 
stakeholders, including Federal, state, local and tribal governments; associations, non-profits 
and the private sector, were given the chance to have their opinions heard. The listening 
session was designed to engage our partners, stakeholders and customers, hear their 
perspectives concerning the key issues facing the program, identify where there is common 
understanding and document the diversity of opinions concerning the optimum implementation 
of the NFIP. The Phase I Final Report, entitled "NFIP Stakeholder Listening Session: Findings 
and Next Steps," has recently been released. 

We are now conducting Phase II of the effort, which is a thorough analysis of the feedback that 
we have received. In addition to conducting an in-depth analysis of comments we received 
during the NFIP Listening Session, we will also reexamine findings and recommendations 
received in the 2006 American Institute for Research NFIP Evaluation Report, as well as the 
Call for Issues: Status Report published in 2000. During Phase III FEMA will begin the process 
of finalizing options for consideration in the development of an Administration approach to NFIP 
reform which we will share with the committee when completed. 

We are also working closely with the Government Accountability Office (GAO) to resolve issues 
associated with the GAO's high-risk designation of the Program. In 2006, GAO placed the NFIP 
on its High-Risk List and stated that comprehensive reform was necessary. I have asked FEMA 
staff to work closely with GAO to identify actions that can be taken immediately to resolve some 
of these issues. GAO is currently reviewing the oversight and management of the NFIP to 
include how FEMA manages contracts, personnel, finances, and information technology assets 
associated with the program. I know FEMA can improve the oversight and management of the 
NFIP from an internal perspective. To improve the guidance the NFIP and other FEMA 
programs receive, I have reorganized the administrative and management organizations in the 
agency and placed them under the Mission Support Bureau, headed by a highly experienced 
Senior Executive Service manager. 

Flood Insurance Rate Maos 

In fiscal year 2003, FEMA began to digitize and update its flood insurance rate maps. Many of 
these maps were 20-30 years old and no longer accurately reflected flooding hazards. At the 
close of fiscal year 2009, FEMA had issued modernized flood insurance rate maps in 
preliminary format for over 80 percent of the nation’s population in approximately 13,000 
communities, and approximately three quarters have now been finalized (covering more than 60 
percent of the nation's population in about 7,700 communities). While we have seen an overall 
increase in the size of the SFHA by roughly 7 percent nationwide, we have also seen an 
approximate 1 percent net decrease in the number of housing units located within SFHA. 

We are committed to finishing this important work. By the end of fiscal year 201 0, we expect to 
have preliminary flood insurance rate maps issued for over 90 percent of the nation's 
population. Further, as draft maps are released, we will continue to provide ample opportunity 
for the public to comment before they are finalized. 
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Efforts to Increase Awareness and Community Participation 

Like any insurance pool, expanding the risk pool is important for the NFIP. Mandatory purchase 
of flood insurance is required for mortgage holders in a flood plain in order to obtain a mortgage. 
However, many people do not know that they can purchase flood insurance even if they are not 
in a flood plain. As such, we are committed to an annual objective of five percent net growth in 
the number of NFIP policies in force. We are evaluating several strategies to reach this goal, 
which are under development: 

• FEMA tries to reach the lending institutions that mandate insurance coverage on mortgages. 
We provide a great deal of technical assistance to regulators and lenders through training 
sessions, guidance materials and regular communication with federal lending regulators, 
Government Sponsored Enterprises, federal agency lenders, and the lending community. 

• We continue to improve and extend the reach of the NFIP's national marketing, advertising 
and public awareness campaign, FloodSmart. This campaign uses television, radio, print 
and online advertising, direct mailings and public relations activities to Inform consumers 
about the risk of flooding, as well as the availability and benefits of flood insurance. These 
communications drive homeowners, renters and businesses to call their own flood insurance 
agents, call FEMA’s toll-free referral center for more information, or visit FloodSmar1.gov, 
where they can assess their risk, estimate their premiums and locate agents in their areas 
(as well as use tools such as the Cost of Flooding, Flood Risk Scenarios and current 
mapping status updates). 

• We continue to improve insurance agents' understanding of the NFIP by providing both web- 
and classroom-based training. This spring, we are launching a professional flood insurance 
designation program for insurance and other professionals whereby practitioners that pass 
three exams can earn the Associate in National Flood Insurance designation from the 
American Institute for Chartered Property Casualty Underwriters. 

• Lastly, our strategy to increase participation in the NFIP includes promotion of the 
Community Rating System (CRS). The CRS is a voluntary program that provides flood 
insurance premium discounts to policyholders in communities that adopt and enforce 
floodplain management programs with standards that exceed NFIP minimums. The CRS 
includes 10 rating classes providing successively greater insurance premium discounts, 
based upon the floodplain management practices of a community. The NFIP had 31 new 
communities join the CRS in fiscal year 2009, raising the total number of CRS communities 
to 1 ,1 1 0 last fiscal year. The Program also had 89 CRS communities achieve class 
improvements, thereby qualifying policyholders for additional flood insurance discounts. 


NFIP Enrollments have increased significantly over the last few years. Currently, over 21 ,000 
communities participate in the NFIP. FEMA enrolled 467 new communities in FY09, 424 new 
enrollees in FY08 and 233 new enrollees in FY2007. 
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Conclusion 

We learned two very valuable things from the listening sessions. First and foremost, we learned 
that the NFIP stili provides an essential service to the American people that would be otherwise 
unavailable or unaffordable. Second, we confirmed that the NFIP requires meaningful reform. 

We were reminded of the importance of the NFIP when the program's authority expired briefly in 
March and again in April. With the lapse in authority, new flood insurance policies could not be 
written, leading to the possible delay of thousands of citizens seeking mortgage loans that 
require flood insurance as a precondition to settlement. Although regulators overseeing the 
lending industry have not precluded loans being made in cases when flood insurance is 
unavailable, lenders are encouraged to carefully evaluate their risks. As flood insurance 
policies expire, they cannot be renewed and claims cannot be paid on these policies. In the 
event of a flood, policyholders unable to renew their policies will face the financial 
consequences either on their own or with very limited federal disaster assistance if the 
President issues a disaster declaration. While the program needs longer-term reform, shorter 
terms lapses in the NFIP’s authorization could be costly. Citizens rely on this program to give 
them access to insurance for flooding — there is no other effective private or public sector 
backstop to assist people in repairing property and recovering a flood event. 

The work we have to do to comprehensively reform the NFIP is considerable. This program 
provides a financial backstop for millions of citizens, while at the same time reducing disaster 
assistance expenditures. We look forward to continuing to work with the Subcommittee to 
provide a long-term reauthorization and comprehensive reform. I would be happy to answer any 
questions you may have. 
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Overview 

The Association of State Floodplain Managers (ASFPM) thanks this Subcommittee, 
Chairw'oman Waters, Ranking Member Capita and members of the Subcommittee for your 
attention to the need to reform the NFIP. We very much appreciate your holding this hearing 
and planned mark-up tomorrow. Unfortunately, the extensive work that went into the Flood 
Insurance Reform Act, passed in different forms in the 110''' Congress by both the House and 
Senate did not result in new public law. Many of the elements of that legislation arc still highly 
relevant and in need of resurrection. Beyond that, some other issues have emerged that point to 
the need for further reform ideas. 


Who We Are 

The Association of State Floodplain Managers, Inc. (ASFPM) and its 29 Chapters represent over 
14,000 state and local officials and other professionals who are engaged in all aspects of 
lloodplain management and hazard mitigation, including management, mapping, engineering, 
planning, community development, hydrology, forecasting, emergency response, water 
resources, and insurance for flood risk. All ASFPM members arc concerned with working to 
reduce our Nation’s flood-related losses. Our slate and local officials are the federal 
government’s partners in implementing flood mitigation programs and working to achieve 
effectiveness in meeting our shared objectives. Many of our slate members are designated by 
their governors to coordinate and implement the National Flood Insurance Program, and many 
others are involved in the administration and implementation of FEMA’s mitigation programs. 
For more information on the Association, our website is: httD://www. flo o ds.org . 


A Comprehensive Review of National Flood Insurance Program Accomplishments 
and Shortfalls is Needed for Long-Term Reform 

ASFPM applauds the constructive examination of the National Flood Insurance Program (NFIP) 
launched by FEMA Administrator Craig Fugate. Administrator Fugate has recognized both the 
value of the NFIP and the need for a new phase of program growth and adaptation to changing 
circumstances. During a Listening Session on the future of the NFIP last November, Mr. Fugate 
challenged over one hundred invited participants to think creatively about the overall value of the 
NFIP, what it was intended to achieve, what is has and has not accomplished, and needed 
changes, both small and large. ' One example to encourage thinking big was whether or not the 
private sector could now handle and provide flood insurance. Mr. Fugate has subsequently 
charged a FEMA working group with assembling the recommendations, analyzing their merits 
and feasibility, and then developing substantive recommendations for moving the NFIP forward. 
The working group will evaluate not only the suggestions from the recent and additional 
Listening Sessions, but also the recommendations of a multi-year NFIP Evaluation led by the 
American Institutes for Research, the results of several Government Accountability Office 


^ ASFPM comments at the NFIP listening session appended to this testimony 
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Studies, Congressional Research Service studies, and other reports. FEMA expects to have a 
number of substantive additional reform proposals ready for Congressional consideration within 
the next two years, when we urge your timely consideration. 

The NFIP Challenges for Growth and Adaptation 

The hurricane seasons of 2004 and 2005 involved catastrophic losses well exceeding the average 
historical loss year, putting the program in debt to the Treasury. The debt now stands at $ 1 8.7 
billion. Due to two mild loss seasons and a favorable refinancing of the debt, the NFIP has been 
able to repay $589 million and the interest. However, full repayment of the debt is not a 
reasonable expectation because mild loss seasons cannot be expected to continue, the nation’s 
flood risk is increasing due to development and more intense storms, the interest on the debt will 
go up, and the annual program income is about $3.2 billion. 

The poor condition of much of the nation’s infrastructure, including levees, dams and other flood 
control structures, as well as stormwater facilities, has become more evident. More accurate 
flood maps now reflect the unreliable flood protection of levees and the effects of development 
by showing some areas as now in the 100-year flood hazard area (and, conversely, by showing 
many areas as no longer in the 100-year flood hazard areas). It is important to note that almost 
as many properties are newly shown as put of a Special Flood Hazard Area (SFHA) as arc newly 
shown as in the SHFA. Requirements for the purchase of flood insurance in areas newly shown 
as at risk of flooding are highlighting concerns about affordability of flood insurance. 


Reflections and Questions 

The Association of State Floodplain Managers concludes that the NFIP has been successful in 
meeting a number of its original objectives, but less so in reducing flood losses in the nation. 

The NFIP has, for example, required those living at risk to obtain flood insurance, sparing 
taxpayers from paying many millions of dollars in disaster relief, and enabling many citizens to 
more fully restore their lives to normalcy after a disaster. Additionally, the NFIP has prevented 
some unwise development and promoted some hazard mitigation through local adoption of 
floodplain management ordinances. On the other hand, too many Americans continue to build in 
at-risk locations, including residual risk areas behind flood control structures, and collective 
flood losses for the nation continue to increase in real dollars. In the first decade of this century, 
yearly flood losses have increa.sed from $6 billion to 15 billion. 

We recommend that Congress consider clarifying the intended objectives of the NFIP so that the 
program can be evaluated accordingly. For example, should the NFIP be expected to 
accommodate catastrophic losses rather than the average historical loss year? If so, are there 
realistic, affordable program adaptations that can achieve that objective? If not, would it be best 
to clarify that the program is not expected to cover truly catastrophic losses? 

Other questions warrant examination. What adjustments are needed for the program to be a 
positive factor in reducing flood losses in the nation? What adjustments are needed to act on 
better risk identification through improved maps? If the NFIP is to be a significant tool in an 
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integrated flood risk management approach, how should it be altered to better support this 
objective? ASFPM has endorsed the following concepts: 

• Integrate the NFIP with other federal flood risk programs, including the disaster relief 
program Army Corps of Engineers, Environmental Protection Agency (EPA) and Natural 
Resources Conservation Service. (NRCS) 

• Identify cross-program policy conflicts and inappropriate incentives that increase risk. 

• Build State floodplain management program capability and capacity to work with the 
2 1 ,000 participating local jurisdictions 

• Delegate the floodplain management and mapping elements of the program to qualified 
states, similar to programs managed by the EPA and Department of Transportation. 

• Identify incentives and disincentives for state and local governments to make the program 
more effective, since local decisions determine how much development will be placed at 
risk of flooding. 

• Evaluate the NFlP-funded mitigation grant programs to detcmiine whether they are 
effectively addressing the most high-risk structures. 

Should the flood maps better display the flood risk so that communities and citizens understand 
that the flood risk does not stop at the line on a map - and that considerable risk exists beyond 
the “100-ycar” floodplain? (The average home is occupied for more than 100 years, virtually 
assuring that every home in the 100-year flood hazard area will flood in its lifetime.) Should 
insurance be required in residual risk areas behind levees and below dams? Should insurance be 
required in a broader area, such as the 200-year or 500-year floodplain? Should critical 
infrastructure like hospitals, fire and police stations and water supply and treatment plants be 
regulated based on a larger flood, but one the nation experiences somewhere every year, such as 
the 500-year floodplain? Should flood insurance policies be iong-tenn (20 years or more) and 
tied not to the owner but to the property, regardless of property transfers? 


Broad Recommendations 

Flood insurance should gradually move toward being actuariallv sound to reflect actual risk and 
enable market-based financial decisions about how much risk-related cost to assume, We 
recognize that there are affordability problems for some citizens living in at-risk areas; this is 
more prevalent in older riverine areas than in recently developed coastal areas or some newly 
developed areas behind levees. The de-accreditation of levees and more accurate flood maps 
have highlighted the affordability issue. We do not support efforts to delay issuance of flood 
maps, withholding accurate information about flood risk from citizens living and working in 
hazardous areas. We suggest that this issue presents challenges, but ones that can lead to 
constructive new growth and adaptation for the NFIP if done correctly. 

To actually reduce flood-related loss of life and property in the nation, we must move toward a 
true flood risk management framework with the nation’s policies and programs . A 
comprehensive flood risk management program recognizes that: 
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• Managing flood risk is a shared responsibility between individual, private sector, 
community, state and federal government; 

• Flood risk is not isolated to the 100-flood hazard area but is rather a continuum of risk 
that crosses lines on a map; 

• Development and other activity outside the 100-ycar floodplain impacts flood levels — if 
we only manage activity in that 100-year floodplain, we miss opportunities to save lives 
and reduce flood damages and impacts; 

• All structural protection mcasiu-es will fail or be overtopped at some point by some flood 
event; 

• Managing flood risk requires a mix of measures from structures to avoidance to retreat 
from high risk areas. Selection of only one structural measure, such as a Icvcc, leads to 
severe losses in catastrophic events. Levee failure and high storm surge and 500-year 
events have shown the need for a mix of approaches including elevation, insurance and 
structures; 

• Flood levels will increase in the future because development increases runoff; and stonns 
are intensifying; 

• Flood risk will increase as the natural resources and functions of floodplains are altered 
by development since this destroys the natural system that reduces the negative impacts 
of flooding; 

• Flood risk management includes concepts such as identification of flood risk, community 
planning to steer development away from areas of risk, basing flood insurance on actual 
risk, vigorous promotion and support of hazard mitigation actions, and enabling citizens 
to better recover from disasters by being insured to reduce their financial risk. 

The U.S. Army Corps of Engineers has adopted the concept comprehensive flood risk 
management approach in many of its programs at the national level, but for this approach to be 
successful for the nation, FEMA must also actively promote the concept and integrate its 
programs for the NFIP, mitigation and disaster relief internally, and with programs of the Corps 
and other agencies that impact flood risk. 

Consider a number of interesting ideas to address the affordability problem. The long-term goal 
should be to eliminate premium subsidies: an insurance program with subsidies is not an 
insurance program. We understand the need to assist low income people with insurance 
premiums for some specified length of time, upon demonstrated need. A program of flood 
insurance vouchers to assist with purchase of flood insurance issued through a means-tested 
program could be administered by the Department of Housing and Urban Development. An 
analysis might show it would be less costly for the taxpayer to pay for flood insurance vouchers 
for low income property owners for a limited time rather than have the taxpayer continue to pay 
disaster costs from the Disaster Relief Fund every time that a community floods. This would 
also support more rapid post-disaster restoration and community economic stability because 
everyone would have flood insurance which can also be applied toward mitigation of their 
property after a disaster. If short-term relief is provided using the NFIP- through delayed 
mandatory purchase of insurance, extension of time when policies can carry Preferred Risk rates, 
or phase-in of actuarial rates; it must be recognized that none of these are appropriate long-term 
solutions. In conjunction with such short-term relief, FEMA should provide general information 
about actuarial rates so people see what their true risk is, and at the same time, provide 
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substantial information about mitigation actions and how much each action will reduce actuarial 
premiums in the future. Group flood insurance could be developed by FEMA for mapped flood 
hazard areas and areas mapped as protected by a levee, allowing a group policy to be purchased 
by the levee district or other local taxing entity for all residents of the area, thereby keeping costs 
down. Remember, the more policies there are the lower the premiums everyone pays. 

The nation must carefully balance the issue of who benefits and who pays for development at 
risk. There are about 130 million housing units in the U.S. Of that about 10 or 1 1 million are in 
flood hazard areas. Of those in flood hazard areas, roughly half carry flood insurance. This 
means 90% of the population docs not live in identified Standard Flood Flazard Areas, but 
continues to pay a large amount each year for disaster relief for flooding, rebuilding damaged 
infrastructure in flood areas, and may have to cover the $18 billion debt of the NFIP. Yet those 
same taxpayers obtain few, if any, of the benefits of that development. This points out the need 
to tie program outcomes of the NFIP to these other programs like disaster relief programs and 
programs of HUD, DOT, USDA and others. 

Perspectives on the National Flood Insurance Program 

FEMA reports that the NFIP was been self-supporting for 20 years. From 1986-2005, prior to 
Hurricane Katrina, income from policyholders covered claims and all operating expenses, 
including salaries and expenses of the Federal employees who administer the NFIP and 
floodplain management programs. From time to time the NFIP exercised its authority to borrow 
from the U.S. Treasury when claims exceeded short-term income. Importantly, the program was 
praised for its ability to repay debts ahead of schedule and with interest. This would seem to be 
the way Congress intended the program to function. The original framers did not require the 
NFIP to set rates for truly catastrophic flooding associated with extreme events like Hurricane 
Katrina, or to have reserves to cover the fiscal impact such events would have on the program. A 
significant, often unrecognized, and difficult to measure benefit of the NFIP is the number of 
decisions people have made to build on higher ground and the damage that doesn’t occur 
because buildings have been built to resist flood damage. Perhaps the original framers 
considered it reasonable that taxpayers contribute to payment of claims after extreme events that 
exceed the NFlP’s capacity to pay as part of the bargain for long-term overall improvement in 
the way we manage flood losses — perhaps Congress could clarify this. 

The NFIP has multiple goals, and providing flood insurance in order to minimize direct 
government subsidy of flood damage is one of the goals. The consequence of having fewer 
people insured against known risks would likely be greater reliance on taxpayer funded disaster 
assistance and casualty loss tax deductions. Striking the balance between a fiscally sound NFIP 
while having premiums that are affordable - but that do not reward or encourage development in 
high flood risk areas - is the challenge now facing Congress and the nation. 

The National Flood Insurance Program is now 42 years old. It was created in 1968 by the 
Congress following several major studies in the 1950s and 60s which concluded that the private 
sector did not offer insurance coverage for flood because only those who had actually flooded 
would buy policies, contrary to a normal insurance model which assumes a broad spreading of 
risk to cover losses. The lack of information showing which properties were likely to flood 
added to the private sector dilemma, which is less of a challenge now that FEMA produces flood 
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maps for 21,000 communities. The concepts embodied in the NFiP were designed with the idea 
it would save the taxpayers’ money in disaster relief by requiring those living in at-risk locations 
to pay something to cover their own risk, and to enable them to more fully recover from flood 
damage than they could with only disaster relief. The assumption was that this would reduce 
flood losses over time by requiring local regulation of development in flood hazard areas as 
communities voluntarily agreed to participate in the program in order to make flood insurance 
available to community residents and businesses. 

The NFIP has gone through various stages of growth and adaptation involving more, then less, 
then again more involvement with private insurance companies and agents. After its first five 
years, Congress added mandatory purchase of flood insurance in identified flood hazard areas. 
By 1979, the program moved from the Department of Housing and Urban Development (HUD) 
to the newly established Federal Emergency Management Agency (FEMA). Initially some 70% 
of insured properties had discounted policies because they were “grandfathered” since they were 
built before the flood hazard area was identified. Now about 23% of insured properties have 
these discounted rates. Many newly developed properties have been built either in safer 
locations outside the 100-year floodplain or built to NFIP standards (elevated to the 100-year 
flood level) to mitigate possible flood losses. 

During the 1980s, the goal of making the program self-supporting for the average historical loss 
year was achieved, but the premiums did not provide sufficient income to develop and maintain 
accurate flood maps for 2 1 ,000 communities. There were no Congressional appropriations for 
the program from 1986 until 2003, when it was agreed the nation needed a major map 
modernization effort requiring appropriated funds. Most of the nation’s flood maps were found 
to be 10 to 20 years old, not reflective of massive watershed and floodplain development, and 
therefore not accurately representative of actual flood hazards. 

A major report following the mid-west floods of 1993 found that only 10-15% of damaged 
properties had flood insurance. This led to another set of improvements in the National Flood 
Insurance Reform Act of 1994, including stricter compliance requirements for lenders and new 
means of encouraging and supporting mitigation through the Increased Cost of Compliance 
insurance coverage, establishment of the Flood Mitigation Assistance program and authorization 
of the Community Rating System to make lower premiums available in communities taking 
significant steps beyond national minimum approaches to mitigate risk. The Flood Insurance 
Reform Act of 2004 Act made a number of improvements to insurance agent training and 
consumer provisions, and enhanced and developed programs to address the problem of repetitive 
flood losses. 


Comments on the Discussion Draft 

The draft flood insurance reform bill makes some important improvements, but neglects others, 
some of which were included in the flood insurance reform legislation that passed the House in 
the previous Congress. We offer general comments on several major issues, comments on 
specific provisions that arc missing, and comments on several provisions of the draft bill. 
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Reauthorization for 3 Y ears 


Due to the recognition that FEMA is in the process of analysis and development of significant 
recommendations for the future of the NFIP, ASFPM urges that the NFIP be authorized for no 
longer than 3 years. This would provide program stability while anticipating further 
recommendations for program growth and adaptation. We stress this point because the issues 
highlighted by the concerns about risk identification and flood insurance affordability require 
more substantial program revisions than can be considered in a short period of time. 

Debt to the Treasury 

As noted above in this testimony, the NFIP was self-supporting from 1986 until 2005 when the 
catastrophic losses from the 2004 hurricane season in Florida and Hurricanes Katrina, Rita, and 
Wilma in 2005 generated the current debt to the Treasury of $ 1 8.7 billion. Given that the annual 
NFIP income is about S3.2 billion, that the past few years have been mild loss years and that 
interest rates can be expected to rise, it is unreasonable to expect the debt to be fully repaid. 
Balancing affordability of flood insurance and its role in building the policyholder base with 
premium rate increases as high as the 20% per year suggested in the draft bill requires careful 
consideration. ASFPM supports an increase from the current 10% cap to a 15% cap, but 
suggests some analysis is needed about where the balance should be. The debt arising from the 
2004-2005 hurricane seasons should be considered emergency funding and the debt forgiven 
since the NFIP has successfully been self-supporting for the average historical loss year. The 
flood insurance reform bill should address the NFIP debt to the Treasury. 

Separation of Congressional Committee Jurisdiction 

ASFPM understands that consideration is being given to dividing Congressional committee 
jurisdiction over the NFIP between the House Financial Services Committee and the House 
Transportation and Infrastructure Committee. The idea, as we understand it, would leave the 
insurance aspects of the program with the House Financial Services Committee, while 
transferring the mapping, land use and flood risk mitigation elements to the Transportation and 
Infrastructure Committee. 

ASFPM opposes such a division of committee jurisdiction. The program is often referred to as a 
three-legged stool: insurance, risk identification and mitigation. Proposed short-term solutions to 
the issues associated with better risk identification (Flood Mapping) all involve adjustments to 
the insurance rate structure and timing. As the Map Modernization initiative draws to a close in 
2010, the new Risk MAP program is intended to draw better connections between risk 
identification, mitigation and insurance, risk assessment and community hazard mitigation 
planning. It involves a substantially improved outreach effort to better inform communities and 
their citizens about their flood risk and the importance of insurance to community resilience. To 
separate committee jurisdictions over the NFIP would create an artificial division of a program 
that was creatively designed to function as a whole. 
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L ack of Mapping Section 

ASFPM is very disappointed to note that the draft bill contains no section to authorize the 
ongoing risk identification work of the Federal Emergency Management Agency (FEMA). The 
flood insurance reform bills passed by both the House and Senate in the 1 10* Congress (but not 
enacted), contained substantial sections providing for ongoing and expanded mapping activities. 
Both bills re-established a Technical Mapping Advisory Council in FEMA to bring in the 
knowledge and experience of a number of expert stakeholder groups. Risk identification is 
central to understanding where the risk is, how to mitigate risk and reduce loss of life and 
property, and where to require insurance that will facilitate disaster recovery. The flood 
insurance program cannot function properly without up-to-date and accurate data on flood risk. 
This is another example of the integration of the three legged stool elements of the NFIP and is a 
serious omission from this draft legislation. 

Wind and Flood - Multi-Peril Insurance 


The ASFPM has testified in the past to voice its strong opposition to proposals that would add 
the unknown exposure of an optional wind and flood policy to the NFIP. While intended to 
benefit the narrow strip of properties subject to both hurricane storm surge and wind damage, 
this proposed policy change could conceivably result in coverage of a property in a flood zone 
that was destroyed by winds elsewhere in the nation. While it is true that many Americans live 
in coastal counties, relatively few of those arc subject to both storm surge and wind damage, so 
this concept would involve a major cross subsidy of a small group at risk of both wind and flood 
damage by policy holders throughout the nation. 


Provisions that are Missing from the Discussion Draft: 

A number of adjustments that were passed by the House in H.R. 3 1 2 1 , 11 0* Congress, are 
missing from the discussion draft. ASFPM urges the subcommittee to include the following. 

Flood Mitigation Assistance Program (Section 1366 of the National Flood Insurance Act of 
1968 (42 U.S.C.4104c)|; 

• Add “demolition and rebuilding” as an eligible activity; this not only achieves consistency 
with the NFlP-funded Severe Repetitive Loss grant program, but gives another option that 
makes sense in certain situations (areas other than high-risk stonn surge and floodway 
areas). Specifically, for some communities, acquisition by fee simple acquisition of land 
and relocation of the residents may not be the best solution, but rather mitigation measures 
that help improve livability and community integrity may be. Blcvation-in-place is a 
feasible measure for many buildings; however, for many older buildings and certain types of 
buildings, it is more feasible or cost-effective to demolish and rebuild a new building, as 
long as sustainability and resilience are assured along with full compliance with floodplain 
requirements and building codes which address fire resistance, energy efficiency, and where 
appropriate, resistance to other hazards such as hail, high winds, and seismic forces. 

• Eliminate the limitation on aggregate amount of insurance by striking subsection (f). 
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• Specify that the funds for this program (Section 1367) shall be available until expended 
(currently FEMA imposes a 2-year limitation) and that the funds shall be made available 
without offsetting collections through premium rates for flood insurance. 

Severe Repetitive Loss Grant Program [Section 1361 A (42 IJ.S.C. 4102A]: 

■ Correct an oversight and modify the definition of “severe repetitive loss property” to include 
nonresidential properties that have received the same number and value of claims. 
Nonresidential properties make up a disproportionately large share of all repetitive loss 
properties and we must be able to pursue mitigation of these high-loss properties in order to 
more effectively stem the drain on the Fund that is associated with properties that receive 
multiple claims. 

■ Delete 1361 A(g)(3)( A) and (B) so that the purchase price offered would be determined only 
by the cither the fair market value immediately before the most recent flood event or the 
current fair market value. It is complicated, confusing, and expensive to have to determine 
the potential purchase price four ways (and the purpose of the grant is not to enrich those 
who unwisely paid more than a property’s market value at the lime of purchase or who 
borrowed more than the property is worth). 

Grants for Direct Funding of Mitigation Activities for Individual Repetitive Claims 
Properties [Section 1323 of the National Flood Insurance Reform Act of 1968|. Current 
NFTP-supported mitigation grant programs provide cost share funds to communities - and thus 
successful projects depend on community participation. ASFPM has long supported community- 
based mitigation; however, wc recognize that some repetitive loss properties are in communities 
that may not have the resources to participate. In order to achieve the goal of reducing the 
repetitive loss drain on the National Flood Insurance Fund, we urge the subcommittee to: 

• Clarify that FEMA has the authority to work directly with certain property owners under 
this specific program, which was authorized at $10 million each year. There are many 
nonresidential properties that have received millions in flood insurance claims. 

Allowing FEMA to selectively encourage very high-loss property owners to consider 
mitigation will actually implement paragraph (b) which calls for prioritizing the worst- 
case properties to result in the greatest savings to the Fund. 

■ Specify that at least two claims shall have been paid in order for a property to be eligible. 

■ Specify that the funds shall be made available until expended (see Section 1310(a)). 

The following also comes from our recommendations on S2284 

Create a New Section to Establish Priorities for NFIP-Funded Mitigation Grant Programs. 

Direct FEMA to develop a mechanism to recognize that mitigation of repetitive loss properties 
(of which Severe Repetitive Loss properties are a subset), and that mitigation by acquisition, are 
priorities. The former helps reduce the drain represented by properties that receive repetitive 
claims; the latter is the only mitigation activity that permanently avoids future damage, while 
also providing benefits that are difficult if not impossible to quantify. There are examples where 
FEMA has denied funding for homes that have a computed benefit to cost ratio of 0.99. We 
appreciate that FEMA has been criticized in the past for its policy of approving buyouts for 
homes when the B:C is “close” to 1.0. The required new section would fulfill Congressional 
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intent and make implementation easier and more consistent. It should also be clarified that 
mitigation projects that include repetitive loss properties and SRLs arc, by definition, in the best 
interests of the NFIP and therefore FEMA should develop a mechanism to recognize this. 

Report language can suggest that FEMA use multipliers applied to the computed bencfit-to-cost 
ratios as proxies. 

Create a new section as follows: 

Sec. 1366A. (a) PRIORITIES FOR MITIG.ATION ASSISTANCE.— In the administration 
of the mitigation assistance in Sec. 1323, Sec. 1361 A, and Sec. 1366, and notwithstanding the 
provisions of those sections, the Director shall consider the following to be priorities and in the 
best interests of the National Flood Insurance Fund: 

(1) mitigation activities that include repetitive loss structures, as defined in Sec. 
1370(a); and 

(2) mitigation activities that include severe repetitive loss structures, as defined in 
Sec. 1361A; and 

(3) mitigation activities that include substantially damaged properties, as defined 
in Sec. 1370(a); and 

(4) mitigation activities that include acquisition of properties with structures; 

(5) mitigation activities that include other .such properties as the Director 
determines are in the best interests of the National Flood Insurance Fund. 

(b) RECOGNIZING PRIORITIES. — The Director shall develop a mechanism to recognize 
explicitly that mitigation activities identified in paragraph (a) are priorities. 

Implementation of the Increased Cost of Compliance Coverage as Amended in 2004. 
ASFPM urges the Committee to request a report from FEMA on implementation of the changes 
to Section 1304(b) that were enacted in the Reform Act of 2004. This coverage (called ICC) has 
been part of all policies on buildings in mapped special flood hazard areas since about 1997. 

Total income associated with premiums for ICC greatly exceed the payments made to qualifying 
policyholders. 

Comments on the Discussion Draft: 

Sec. 3. Extension of National Flood Insurance Program. ASFPM urges a 3-year 
reauthorizalion of the program and the Severe Repetitive Loss mitigation grant program (see 
above). To avoid internal conflicts, a confonning amendment to Section 1361 A of the National 
Flood Insurance Act of 1968 is necessary to strike subsection (1), which specifics that the 
Director may not provide assistance after September 30, 2009. 

Sec. 5. Phase-In of Actuarial Rates for Nonresidential Properties and Non-Primary 
Residences. ASFPM supports movement to actuarial rates for pre-FIRM non- residential 
buildings and non-primary residences. 

Sec. 6. 5-Year Delay in Effective Date of Mandatory Purchase Requirement for New Flood 
Hazard Areas. ASFPM strongly opposes this provision and urges its deletion in favor of a 
suggested revision we make below to Sec. 7. Implementing the Section 6 provision leaves 
property owners vulnerable to a known threat with no recovery mechanism other than federal 
disaster relief that is capped at $28,000. As a result, community work forces would be far more 
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vulnerable and less able to recover following a disaster. Additionally, implementation of Section 
6 would be extremely complicated and costly for FEMA and especially for regulated lenders 
who would have to create a mechanism to track mortgages on properties in the areas subject to 
delays and somehow be able to trigger an enforceable contract requirement to obtain flood 
insurance after the 5-ycar period expires. 

Sec. 7. 5-Year Phasc-In of Flood Insurance Rates for Newly Mapped Areas. We oppose 
this provision as written because implementation would be very complicated. We urge the 
Committee to examine a proposal that FEMA is developing to extend the Preferred Risk Policy 
availability for some period of time for properties that are mapped into a flood hazard area by a 
map revision. The effect would be the same - short-term cost-savings for the policy holder - 
while being considerably easier for all parties to implement. 

Sec. 8. Increase in Annual Limitation on Premium Increases. As noted in the discussion 
above regarding “Debt to the Treasury,” ASFPM recommends considering changing the limit on 
annua! increases to 15 percent which was passed by the House and Senate in the last Congress. 
The affordability issues would be exacerbated by a 20% cap on annual premium increases as is 
proposed in the Discussion Draft. 

Sec. 9. Consideration of Construction, Reconstruction, and Improvement of Flood 
Protection Systems in Determination of Flood Insurance Rates. This section offers some 
relief for communities and property owners behind levee systems that need repair or upgrading. 
The key to any such short-term relief is that citizen property owners cannot be left vulnerable to 
economic loss in the event of a levee failure or overtopping. ASFPM accepts this provision as 
long as it is clear that flood insurance coverage at some rate will be required for some limited 
specified period of time, after which the levee must meet standards or NFIP requirements will 
take effect. 


Sec. 10. Treatment of Certain Flood Protection Projects. ASFPM opposes this section. It 
will result in citizens at flood risk being without cither protection from a structural measure such 
as a levee, and without flood insurance. Would Congress really want citizens to have no 
protection of life, property or their financial well-being, which this may do? The approach in 
Section 9 provides an acceptable approach to the issue, rather then Section 10. 

See. 11. Exception to Waiting Period for Effective Date of Policies. We appreciate the 
flexibility that would make coverage immediately effective if a policy is purchased within 30 
days of the purchase or transfer of a property. 

Sec. 12. Enforcement. ASFPM supports increasing civil penalties on lending institutions related 
to administration of the mandatory purchase of flood insurance requirements. We note that the 
National Flood Insurance Reform Act of 1994 directed that collected penalties are to be 
deposited into the National Flood Mitigation Fund and made available for grants that mitigate 
flood losses ” another mechanism to improve the financial stability of the NFIP. 

Sec. 14. Flood Insurance Outreach Grants. For several years the NFIP has expended 
considerable financial resources on marketing the NFIP under its FloodSmart initiative. Many 
states and communities also undertake actions to encourage property owners to understand their 
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risks and to purchase flood insurance. Currently, FEMA is developing what seems to be a robust 
outreach component of the Risk MAP (Mapping, Assessment, and Planning) Strategy. Rather 
than require FEMA to spend limited resources to create the framework for a new competitive 
grant program, ASFPM believes FEMA’s attention is best focused on working with its State and 
local partners to implement outreach under Risk MAP. However, if the Committee retains this 
section, ASFPM strongly urges that it be modified to include the Slates, so that outreach 
campaigns can become a state-local partnership. It can be more efficient to have a statewide 
outreach campaign that could target multiple communities in high risk areas, especially if one or 
more individual communities were not interested in taking an active part. 

Sec. 16. Authorization of Additional FEMA Staff. The salaries and expenses of a significant 
number of FEMA staff in the National Office and all ten Regional Offices who are involved with 
the NFIP are funded by policy service fees that are assessed on every flood insurance policy. As 
the NFIP policy base grows, and as the NFlP-fiinded mitigation grant programs are 
implemented, FEMA needs to be able to expand its staff to support the increased workload. 

Sec. 18. Flood Insurance Advocate. This section e.stablishes both a FEMA Headquarters 
Office of the Flood Insurance Advocate and regional offices, all funded by the NFIP program’s 
revenues. ASFPM much prefers the language passed by the House in H.R. 3 1 2 1 , 1 1 0* 

Congress. That language would have created an Advocate at FEMA Headquarters who was 
tasked with conducting a study of the nature, scope and extent of policyholder claims issues not 
being handled adequately by the existing appeals process. This would include analysis of the 
need for as well as the feasibility and effectiveness of authorizing a larger advocacy presence. 
The initial idea for a consumer advocate grew out of problems that came to light after Hurricane 
Isabel in 2003. It is important to note that Sec, 205 of the Flood Insurance Reform Act of 2004 
included a provision requiring FEMA to establish a formal appeals process. Surely that process 
has addressed many of the previously-identified concerns. ASFPM recognizes that consumer 
protection is important, but urges that the scope of the problem - and the past several years of 
effort by both the NFIP and the Write Your Own insurance companies - warrant definition. 

See. 19. Study of Mandatory Purchase for Natural 100-Ycar Floodplain and Non- Federally 
Regulated Loans. ASFPM supports broadening the number of property owners who are 
covered by flood insurance. However, we note that as written, the study called for in this 
language does not address extending the mandatory purchase requirement into areas that have 
been called “natural 100-year floodplains” as did language that was passed by the House in H.R. 
3121, 110''’ Congress. These areas have also been called “residual risk” areas. Residual risks are 
present in areas that would flood if not for the presence of measures such as levees, floodwalls, 
and flood control dams. Importantly, residual risk areas are at risk of catastrophic flooding when 
such flood control measures fail. Rather than a study, we urge that the mandatory purchase 
requirement in “residual risk” areas be implemented immediately, and that FEMA be directed to 
work with other federal, state and local entities to map such residual risk areas and to establish 
rates that would reflect actual risk — the greater protection a levee provides, the lower the 
premium. The land use controls that the NFIP requires communities to administer in the special 
flood hazard areas shown on Flood Insurance Rate Maps would not be applied to the residual 
risk areas. 
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The Association of State Floodplain Managers appreciates the opportunity to share our views, 
recommendations and concents with you. We hope these observations, based on our collective 
experience in working to reduce flood risk in the nation and in serving as FEMA’s partners in 
implementing the National Flood Insurance Program, will be helpful as you work to improve the 
NFIP. We look forward to answering any questions you may have and assisting the 
Subcommittee in any way that you find helpful. I can be reached at: (60S) 274-0 1 23 or at: 
larrvia.:floods.org . Our website is; w'ww. floods.org . 
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dtloii of State Flood! 




NFIP ListeHing Session-ASFPM comments 
Nov 5-6, 2009 

ASFPM Presentation by Larry Larson, ASFPNl F'xeculivc DirccCt)!' 

Now is the rime to back up and look at the “big picture of the NFIP’' 

Various dcvciopmcnts liavc come together to make this a perfect time to open itp the Ihought. 
process about the challenges for National Flood Insurance Program (NFIP) and options to 
address those challenges. The program is deeply in debt due to catastrophic storms it was not 
designed to handle; a major effort to modernize and update the iiation’s very outdated flood, 
hazard maps to be more accurate and appropriately reflect the hazards associated ^vith structures 
.sucit as levees is changing the delineation of the ‘Teguiatory floodplai.n” a.iid associated areas Ibr 
rnandatoiy^ purchase of Hood insurance; the need to purchase flood insurance i.r.i newly mapped 
communities is resulting in “push back” against more accurate hazard identification; the public 
safety communication about risk and hazard mitigation has become lost; and increa,sed 
enforcement by the Army Co.tps of Engineers that appropriately results in de"acc.redil'ing levees 
that do not meet the structural, hydrologic, or O&M requirements to assine 1 00-year flood 
protection is highlighting the connections between the Coips. FEM.A a.n.d the NFIP on flood risk 
management issues. 

A new Administration with new thoughts and perspectives is ready to enter the discussion about 
die NFIP and to advance a more integrated flood risk management strategy where the NFIP is 
one of the elements therein. ASFP.M recognizes not all the ideas we mention, here m.ay or .after 
evaluation should be implemented, but all of them should be considered and evaluated to rc-tool. 
ihe NFIP into a more effective program for the nation that will effectively reduce .i:l{)od losses 
and the loss of natural resources and functions of our floodplains. 

The NFIP has had some major accomplishments in the past 40 years 

• Over 20,000 communities with land use mgt andbr building codes (adds resilience) 

• Many of natiorrs floodplains mapped (and much more needed) 

• A lmost 50% of those am risk of flooding pay at least some of that cost 
» The NFIP was mostly self supporting for nearly 20 years 
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Questions and issues we hope to see addressed 

By either FEMA with rules and guidance or by Congress through legislation 

What was the NFIP intended to accomplish? Are the goals still valid? 

What do Congress and the Administration want it to accomplish? 

Does the basis of the NFIP need to change or not? 

What’s the assessment of what it has accomplished? 

Why have flood losses increased, not decreased, despite 40 years of the NFIP? 

If it has not succeeded, is it because of program design, inadequate development standards or 
implementation approaches? 

What are recent developments or recognitions that could impact the future of the NFIP? 

• Debt to Treasury 

• Lack of clarity over whether or not NFIP should cover catastrophic flood losses 
(the NFIP should not cover wind) 

• More severe, intense rainfall events and storms 

• Sea level rise 

• Increase in population density near water 

• Map updates and levee de-accreditations 

Where are the gaps and problems? 

• Continued Affordability of flood insurance 

• Maps provide unintended message of little/no risk beyond 100-year floodplain 

• Lack of recognition of residual risk areas behind levees and below dams — those areas 
must be mapped, regulated and require flood insurance 

• Inadequate development standards — e.g. need freeboard, zero rise floodways, no 
habitable uses in floodway, “no build zones in coastal highest hazard areas 

• Maps of flood hazard areas must be based on future development, not yesterday’s 

• The CRS standards are too low, make most of them NFIP base standards and create some 
really effective CRS standards that are effective and incentivize local/state actions 

What role has subsidies or discounts played in supporting unwise development? 

• Are rate subsidies and grandfathering contributing to NFIP insolvency? 

• Should the rationale for subsidies be re-examined? 

o If premiums are subsidized, it is no longer a true insurance program 

• Should subsidies exist? If for low income folks, what program should pay them? 

o Any low income subsidies should be taxpayer funded and done by HUD 

• Rating practices be re-examined for more accurate picture of risk 

• How can the NFIP move all policies to actuarial based pricing and avoid policy loss? 

If the NFIP is to be a significant tool in the integrated flood risk management perspective, how 
should it be altered to better support this objective? 

• Integrate the NFIP with other federal flood risk programs, including the disaster relief 
program. Corps of Engineers, EPA and NRCS programs 

• FEMA needs to identify cross program policy conflicts that increase risk 
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• The NFIP must build State FPM capability and capacity or it will not succeed 

• The NFIP program should be delegated to states, similar to EPA and DOT programs 

• What incentives and disincentives would make it more effective? 

• Arc the NFIP mitigation grant programs effectively addressing the high risk structures? 

How can the NFIP better deliver the risk message and protect the general taxpayer? 

• More areas of mandatory coverage— e.g. residual risk areas on rivers and coasts 

• More defined set of rates and maps to clarify variation of risk beyond SFHAs 

• Modification of 1 00-year standard for critical facilities & areas of dense population 

• Change name and attributes of map so its viewed as risk map, not an insurance map 

• Add zones within SFH A so those more at risk pay higher rates than lesser risk structure 

• Do not add wind coverage to the flood insurance program 

What are some “new ideas” for refreshing and re-invigorating the program? 

» Group policies for areas behind levees to be purchased by levee districts 

• Flood insurance vouchers for lower income households to be administered by HUD 

• Long-tenn flood insurance to be attached to property, not owner (see Kunreuther) 

• Consider requiring flood insurance as a part of ail homeowners policies 

• Tie Disaster dollars to NFIP compliance, with a sliding scale to reflect how well the 
community and state are managing their flood risk 

• Consider a major change where FEMA would no longer be in charge of flood insurance- 
-turn flood insurance over entirely to the private sector, (this will need to be done 
carefully so as not to lose the floodplain mgt in communities and states) 
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TESTIMONY OF JOHN W. ROLLINS, FCAS, MAAA 
PRESIDENT, ROLLINS ANALYTICS, INC. 

"THE NATIONAL FLOOD INSURANCE REFORM AND MODERNIZATION ACT OF 2010" and 
H.R. 1264, "THE MULTIPLE PERIL INSURANCE ACT OF 2009" 

FINANCIAL SERVICES - SUBCOMMITTEE ON HOUSING AND COMMUNITY OPPORTUNITY 
U. S. HOUSE OF REPRESENTATIVES, APRIL 21, 2010 


Good afternoon, Ms. Chair and Members. My name is John Rollins. I am an actuary holding the highest 
qualifications in the Casualty Actuarial Society and American Academy of Actuaries. I have worked in 
Florida property insurance for the last eleven years and served as chief actuary of both private insurance 
companies and the state-run "wind pool" of Citizens Property Insurance Corporation. I have testified to 
lawmakers in several states on the issue of government-backed property insurance systems in disaster- 
prone areas, and published several research papers on the subject. 

After many years of observing public policy decisions and their impact on property insurance markets 
and public finances, my message to you today is this: In designing rates for any property insurance 
program ultimately supported by taxpayer capital, great care should be taken that the legislative 
definition of the phrase "actuarially sound" conforms to the principles of the U.S. casualty actuarial 
profession . 

Some background is in order. We know that an insurance policy is just a promise to pay for a pre- 
defined type of possible future loss in exchange for an up-front premium. By law, insurance contracts 
must be backed by capital sufficient to pay claims, even if many claims occur at once and costs are well 
in excess of the premiums charged. Disasters by definition are infrequent, unpredictable, and severe; 
for these events, required monies may be twenty or more times the average annual loss contemplated 
in the premium. The job of actuaries is to determine a fair premium. This job becomes difficult when 
the losses are catastrophic, and yet more difficult when the supporting capital is provided in other than 
an arms-length economic transaction - such as via government support. 

The relevant Casualty Actuarial Society principle states: "A rate is reasonable and not excessive, 
inadequate, or unfairly discriminatory if it is an actuarially sound estimate of the expected value of all 
future costs associated with an individual risk transfer'’. Each word or phrase in this statement has 
implications for pricing decisions for government-backed insurance programs. 

• First, the phrase "not excessive, inadequate, or unfairly discriminatory" is the core definition of 
a lawful rate in most states. Therefore, actuarial soundness is historically a sufficient condition 
for a lawful rate; alternatively, rates cannot generally be actuarially sound yet unlawful. 

• Second, such rates must reflect expected costs. It is not sound to peg the rate to the most 
favorable, most unfavorable, or other convenient outcome - rates must reflect the probability- 
weighted average over the range of tenable outcomes. In catastrophe ratemaking, this means 
scientific models simulating thousands of years of activity are useful, since any recent snapshot 
of activity may show very low or high losses. 

• Third, such rates must reflect ail costs, notjust those we prefer or those we can easily quantify. 
Rates are to be made on a cost basis rather than an economic or "what the market will bear" 
basis, but real costs incurred to issue a properly capitalized policy must all be reflected. 
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• Fourth, such rates must reflect future costs; rates may not be made to recoup past losses. Past 
data may or may not be predictive of future losses, but past experience does not represent an 
"account" to be squared by raising or lowering future premiums. 

• Finally, and critically, actuarially sound rates must reflect the costs of risk transfer . Rates must 
include a provision for the cost of capital required on demand to pay claims after catastrophic 
events. Private insurers transfer risk through reinsurance and risk-sharing arrangements, paying 
those costs immediately. Government programs can borrow from future taxpayers to fund 
today's risks; the cost of that capital may be arguable, but actuaries and economists widely 
agree it cannot be zero. Therefore^ an actuarially sound rate for a government-backed 
insurance program must be greater than simply the expected annual loss to the program plus 
provisions for known expenses . 

The record shows that failure to implement actuarially sound rates In such programs at both the state 
and federal levels has had unwelcome consequences, including 

• Overdevelopment of environmentally sensitive areas, as low insurance rates offered by 
government -backed insurers and subsidized by future taxpayers encourage consumers and 
developers to underestimate the risk and build in harm's way; 

• Expansion of the risk in government-backed insurance pools as private insurers retreat from 
risky areas in which they cannot or will not compete with subsidized rates, and crowding out of 
private investor capital which otherwise would be at risk in lieu of taxpayer capital; 

• Depletion of the public treasury as new debt must be incurred under stressed market conditions 
just after major disasters, then serviced by potentially generations of taxpayers; 

• Wealth transfers from all taxpayers to an often high-income subset of residents living in risky 
but picturesque areas, as ail taxpayers pay proportionately to service debt incurred due to 
underfunded programs. 

Despite the fact that enabling legislation frequently utilizes the phrases "actuarially indicated" or 
"actuarially sound", rates for many existing programs, such as state wind pools and the National Flood 
Insurance Program, do not reflect a proper cost of capital provision as envisioned in actuarial principles. 

I believe the lack of a comprehensive and consistent definition of the phrase, and conformity to this 
definition when the rates are actually set, is partially to blame. I urge lawmakers to carefully define the 
concept of actuarially sound rates at every stage of legislation, development, and continuing 
implementation of government-supported property insurance programs. 

Thank you for the opportunity to appear before you today. 
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Introduction: 

Chairwoman Waters, Ranking Member Capito and members of the Subcommittee on Housing 
and Community Opportunity, I am pleased to appear before you today on behalf of the 1 75,000 
members of the National Association of Home Builders (NAHB) to share our views concerning 
efforts to reform the National Flood Insurance Program (NFIP). We appreciate the invitation to 
appear before the Subcommittee on this important issue. My name is Barry Rutenberg and I am 
the 2010 Second Vice Chairman of the Board and a home builder from Gainesville, Florida. 

NAHB commends the subcommittee for addressing reform of the NFIP program and releasing a 
draft flood insurance bill that includes a much-needed long-term extension and reauthorization. 
For the last several years, the NFIP has had to undergo a series of short-term extensions that have 
created a high level of uncertainty in the program. The NFIP recently experienced several short- 
term authorization lapses causing severe problems for our nation’s already troubled housing 
markets. Unfortunately, during this latest delay, many homebuyers faced delayed or cancelled 
closings due to the inability to obtain NFIP insurance for a mortgage. In other instances, builders 
themselves were forced to stop or delay construction on a new home due to the lack of flood 
insurance approval, adding unneeded delay and job loss. Moreover, with buyers seeking to 
qualify for the federal home-loan tax credit before it expires on April 30, the expiration of the 
NFIP could have significantly impacted the economic benefits of the tax credit as buyers 
attempted to secure mortgages prior to the deadline. NAHB supports this long-term extension to 
ensure the nation’s real estate markets operate smoothly and without delay and commends the 
subcommittee for taking action quickly. 

Background: 

The Federal Emergency Management Agency’s (FF.MA) National Flood Insurance Program 
(NFIP) plays a critical role in directing the use of flood-prone areas and managing the risk of 
flooding for residential properties. The availability and the affordability of flood insurance gives 
local governments the ability to plan and zone its entire community including floodplains. In 
addition, if a local govcniment deems an area fit for residential building, flood insurance allows 
homebuyers and homeowners the opportunity to live in a home of their choice in a location of 
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their choice, even when the home lies in or near a floodplain. The home building industry 
depends upon the NFIP to be annually predictable, universally available, and fiscally viable. A 
strong, viable national flood insurance program enables the members of the housing industry to 
continue to provide safe, decent, and affordable housing to consumers. 

The NFIP provides flood insurance to over 5 million policyholders, enabling them to protect 
their properties and investments against flood losses. Further, the NFIP creates a strong 
partnership with slate and local governments by requiring them to enact and enforce floodplain 
management measures, including building requirements that are designed to ensure occupant 
safety and reduce future flood damage. This partnership, which depends upon the availability of 
comprehensive, up-to-date flood maps and a financially-slablc federal component, allows local 
communities to direct development where it best suits the needs of their constituents and 
consumers. This arrangement has, in large part, worked well. Unfortunately, the losses suffered 
in the 2004 and 2005 hurricane seasons, including the devastation brought about by Hurricanes 
Katrina, Rita and Wilma, have severely taxed and threatened the solvency of the NFIP. 

According to FEMA, between the NFlP’s inception in 1968 through 2004, a total of $15 billion 
has been needed to cover more than 1 .3 million losses. The 2004 hurricane season required close 
to $2 billion dollars in NFIP coverage, and the 2005 hurricane season resulted in payments 
totaling over $13.5 billion. Combined claims for these two years exceeded the total amount paid 
during the entire 37-year existence of the NFIP program. While these losses are severe, they are 
clearly unprecedented in the history of this important program and, in our opinion, not a 
reflection of a fundamentally broken program. Nevertheless, NAHB recognizes the need to 
ensure the long-tenn financial stability of the NFIP and looks forward to working with this 
committee to implement needed reforms. 

While NAHB supports reform of the NFIP to ensure its financial stability, it is absolutely critical 
that Congress approach this legislation with care. The NFIP is not simply about flood insurance 
premiums and payouts. Rather, it is a comprehensive program that guides future development 
and mitigates against future loss. While a fmancially-stablc NFIP is in all of our interests, the 
steps that Congress takes to ensure financial stability have the potential to greatly impact housing 
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affordability and the ability of local communities to exercise control over their growth and 
development options. 

NAHB Supports Thoughtful NFIP Reforms: 

The unprecedented losses suffered in 2004 and 2005, including the devastation brought about by 
Hurricanes Katrina, Rita and Wilma, have severely taxed and threatened the solvency of the 
NFIP. While these events have been tragic, sobering, and have exposed shortcomings in the 
NFIP, any resulting reforms must not be an overreaction to unusual circumstances. Instead, 
reform should take the form of thoughtful, deliberative, and reasoned solutions. A key step in 
this process is to take stock of where we are today, what has worked, and what has not. 

An important part of the reform process is determining what area or areas of the NFIP are in 
actual need of reform. In the past, a key tool in the NFIP’s implementation, the Flood Insurance 
Rate maps (FIRMs), have been recognized by Congress to be inaccurate and out-of-date. 
Through the strong leadership of this Committee, FEMA is completing its map modernization 
effort aimed at digitizing, updating, and modernizing the nation’s aging Hood maps. While 
FEMA was successful in digitizing most of the FIRMs, not all have updated hydrologic data and 
a recent National Academy of Sciences report faulted some of the maps because of a lack of 
reliable topographical data. The result of this effort is large discrepancies between what was 
mapped as the 1 % annual chance of flood decades ago and what the 1 % annual chance of flood 
is today. Clearly, this and future data will help to ensure better and more-informed decision- 
making. 

Nevertheless, re-engineered FIRMs have both removed and introduced homeowners to the 
realities of flood insurance. For homeowners who are required to purchase flood insurance for 
the first time due to a FIRM update, this new and oftentimes unexpected requirement can be 
confusing and pose unanticipated financial hardship. For this reason, NAHB appreciates the 
committee’s inclusion of language that delays the effective date of the FIRM and phases-in the 
insurance rates over a 5-year period. 
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In an attempt to improve both the solvency of the program and its attractiveness to potential 
policy-holders, NAHB supports a number of reforms designed to allow FEMA and the NFIP to 
better adapt to changes to risk, inflation, and the marketplace. Increasing coverage limits to 
better reflect today’s home values would provide more assurances that losses will be covered and 
benefit program solvency by generating increased premiums, NAHB is pleased that the 
subcommittee’s draft legislation includes this much-needed increase. Similarly, creation of a 
more expansive “deluxe” flood insurance option, or a menu of insurance options from which 
policy-holders could pick and choose, could provide additional homeowner benefits while aiding 
program solvency. Finally, increasing the minimum deductible for paid claims would provide a 
strong incentive for homeowners to mitigate and protect their homes, thereby reducing potential 
future losses to the NFIP. 

NAHB believes that modifying the numbers, location, or types of stnictures required to be 
covered by flood insurance may play an important part in ensuring the NFlP’s continued 
financial stability. Two options that have been widely considered in recent years include 
mandatory flood insurance purchase for structures located behind flood control structures, such 
as levees or dams, and all structures in a floodplain, regardless of whether or not they currently 
hold a mortgage serviced by a federally-licensed or insured carrier. Both of these strategies 
would increase the number of residences participating in the NFIP, buttressing the program 
against greater losses. While this seems simple in reality, it is much more complicated. 

The NFIP and its implementing provisions were not created solely to alleviate risk and generate 
premiums - they were created to balance the needs of growing communities with the need for 
reasonable protection of life and property. Accordingly, NAHB believes that before any reforms 
are enacted to change the numbers, location, or types of structures required to be covered by 
flood insurance, FEMA should first demonstrate that the resulting impacts on property owners, 
local communities, and local land use are more than offset by the increased premiums generated 
and the hazard mitigation steps taken. Only after such documentation is provided, 
documentation that includes the regulatory, financial, and economic impact of reform efforts, can 
Congress, FEMA, stakeholders, and the general public fully understand whether or not such 
actions are appropriate. NAHB is pleased that the subcommittee’s draft flood insurance 
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legislation requires that FEMA conduct a study of the feasibility and implications of such a 
change in the NFIP’s mandatory purchase requirements. 

Section 21 of the subcommittee’s draft bill requires a report on the inclusion of building codes in 
floodplain management criteria. NAHB supports efforts to allow the director of FEMA to 
conduct a study on the efficacy, economic and regulatory impacts, and effectiveness of including 
widely used and nationally recognized building codes. NAHB believes it would be beneficial to 
evaluate the effectiveness of allowing states to use the national model codes (e.g., those 
promulgated by the International Code Council) with state-specific amendments, as currently 
allowed. The draft language, however, would allow state-prescribed or other privately- 
developed building codes and standards to be included in the study. Over the last five years, 
state and local govemments have begun adopting various “green” codes and protocols for use as 
mandatory building standards within their respective jurisdictions. In some cases, these codes 
may not adequately consider the unique geographic needs for building in zones with the potential 
for high-impact natural disaster risks. Often, these codes and standards exist outside of the scope 
of the national model code development bodies and, in addition to being expensive, they do not 
always provide all stakeholders in the building industry an opportunity to equally participate in 
their development. 

NAHB supports allowing FEMA to investigate the costs and benefits of using the national model 
codes with respect to flood plain management and enforcement in areas with high-impact 
weather risks. As such, NAHB recommends that the study language be modified to focus only 
on the national model codes. At the same time, NAHB be!ieve.s in the importance of maintaining 
the flexibility for these areas to adopt innovative ways to address building needs that cannot be 
achieved through a nationally-applied or privately-developed code. 

Finally, hurricanes Katrina, Rita and Wilma radically disrupted the lives of those living on the 
Gulf Coast. After the storms’ passing, many homeowners found themselves in dispute with their 
property insurance companies over whether water or wind was the primary cause of damage to 
their homes. After much debate, one proposed solution which has emerged to address this 
conflict is to expand the authority of the NFIP to include wind coverage, NAHB is therefore 
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pleased to support H.R. 1264, the Multiple Peril Insurance Act of 2009, authored by 
Representative Gene Taylor (D-MS), that would provide wind insurance for home owners, 
providing a needed addition to the availability and affordability of property insurance in high 
hazard areas. NAHB is pleased that lI.R. 1264 references the mitigation requirements of 
consensus-based building codes as a measure to lessen the potential damage caused by a natural 
disaster and thus further ensure the financial stability of the NFIP. As this legislation moves 
forward, NAHB urges Congress to limit the amount of the program’s fiscal exposure to ensure it 
financial stability and to require premiums for the new multi-peri! coverage to be risk-based and 
actuarially sound. 

NAHB is Concerned with Potential Negative Reforms: 

As Congress considers strategies to bolster the financial stability of the NFIP, NAHB cautions 
against those reforms that have far-reaching and unintended consequences, including reforms 
that decrease housing affordability and the ability of communities to meet current and future 
growth needs. Chief among these concerns are changes that would expand the Special Flood 
Hazard Area (SFHA), fail to take into account flood protection structures when setting 
premiums, or expand the current federal minimum residential design, construction, and 
modification standards. 

While changes to the NFIP’s mandatory flood insurance purchase requirements present one set 
of issues, a programmatic change of the SFHA presents an entirely different and overwhelming 
set of concerns. Changing the SFHA from a 1 00-year standard to a 500-year (or 0.2% annual 
chance) standard would not only require more homeowners to purchase flood insurance, but 
would also impose mandatory construction requirements on a completely new set of structures. 
Furthermore, those homeowners who had been in compliance with the 100- year standards will 
suddenly find themselves below the design flood elevation for the 500- year flood. Although 
these structures may be grandfathered and avoid higher premiums as a result of their non- 
compliant status, this ends when the structure is sold or substantially improved. Placing these 
homes in this category impacts their resale value in a very real way, as any new buyer may be 
faced with substantially higher premiums or retrofit and compliance costs. 
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The revision of the SHFA standard not only affects homeowners, but also homebuilders, local 
communities, and FEMA. An expanded floodplain means an expanded number of activities 
taking place in the floodplain, and a corresponding increase in the overhead needed to manage 
and coordinate these activities. A larger floodplain would likely result in an increased number of 
flood map amendments and revisions, placing additional burdens on federal resources to make 
these revisions and amendments in a timely fashion. Residents located in a newly-designated 
SFHA would need to be notified through systematic outreach efforts. Communities would likely 
need to modify their floodplain ordinances and policies to reflect the new SFFIA. In short, the 
entire infrastructure of flood management and mitigation practice and procedures 
institutionalized around the 1% standard would need to change. 

Although a revision of the 1 % SFHA standard has been considered in recent years, even 
specially-convened policy forums have failed to reach consensus on the issue. What has started 
to emerge, however, is a recognition of the tremendous implications that changing the SFHA 
would have on homebuilders, horaebuyers, communities, and the federal government itself, 
NAHB strongly cautions against making such sweeping changes to the NFIP without first having 
all the facts in-hand. Only after Congress and FEMA have adequately documented that a drastic 
revision of the SFHA is absolutely necessary to the continued existence and operation of the 
NFIP, should a programmatic revision of the SFHA be considered. 

Another important component of the NFIP is the ability of communities, with the assistance of 
the federal government, to design, install, and maintain flood protection structures. In mo.st 
instances, residential structures located behind dams or levees providing protection to the 1% 
annual chance level are not required to purchase flood insurance. This is because most structures 
are removed from the 100-year floodplain or SFHA on the relevant FIRM through the Letter of 
Map Revision, or LOMR, process. Accordingly, any reforms that contemplate bringing these 
same residences back under a mandatory purchase requirement raise very real and powerful 
equity and fairness issues. Should Congress or FEMA produce adequate documentation 
indicating that the benefits of mandating flood insurance purchase for residences behind flood 
control structures outweigh the costs to homeowners, NAHB would support these residences 
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being charged premiums at a reduced rate to reflect their reduced risk. A great deal of time and 
taxpayer money were invested to provide additional flood protection to these residences, and it is 
only fair that homeowners in these areas, if required to purchase insurance, be recognized for 
their communities’ efforts. 

While requiring mandatory flood insurance purchase is one option, another option may be to 
require that structures meet federal residential design, construction and modification 
requirements. NAHB is strongly opposed to expanding such requirements to new classes of 
structures, including those found behind flood protection structures and those affected by any 
programmatic change to the SFHA. These requirements would substantially increase the cost of 
new home construction and severely impact housing affordability. For example, on the Gulf 
Coast, elevating new structures could add $30,000 to the cost of the homes, depending on the 
estimate source and size of the home. NAHB has conducted research that shows that a $5,000 
increase in housing price in New Orleans would eliminate 6,089 households from the housing 
market. It is easy to sec the tremendous impact that such reforms would have not only on 
nation’s home builders, but on the nation’s home buyers. NAHB urges Congress to soften the 
impact of any programmatic changes to the NFIP by ensuring that construction requirements 
remain tied to the 1% standard. 

Finally, the subcommittee’s draft bill would phase-in actuarial rates for non-residential properties 
and non-primary residences. NAHB’s primary concern is that flood insurance remains available 
and affordable. FEMA reports that 76% of policy-holders are already paying actuarial (risk- 
based) premiums; nevertheless, NAHB believes reforms aimed at reducing federal subsidies for 
any subset of the remaining properties must ensure that overall affordability in not adversely 
affected. NAHB looks forward to working with the committee to strike the proper balance 
between ensuring the long-tenn financial viability of the NFIP, and ensuring program 
affordability and equality for those who rely on this valuable government insurance program. 

Thank you for this opportunity to share the views of the National Association of Home Builders 
on this important issue. We look forward to working with you and your colleagues as you 
contemplate changes to the National Flood Insurance Program to ensure that federally-backed 
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flood insurance remains available, affordable, and financially stable. We urge you to fully 
consider NAHB’s positions on this issue and how this program enables the home building 
industry to deliver safe, decent, affordable housing to consumers. 1 look forward to any questions 
you or other members of the committee may have for me. 
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Introduction 

Chairwoman Waters, Ranking jMember Capito, and men:^ers of the Subcommittee, on behaJf of more than 
1.2 million REALTORS^^^ who are engaged in all aspects of the residential and commercial real estate 
industry, thank you for inviting me to testify today regarding legislation to reform the National Flood 
Insurance Program (NFIP). 

My name is Moe Veissi. A REALTOR'^' for 40 years, I am broker/ owmer of Veissi Sc Associates Inc., in 
Miami, Florida. I have been active within the National Association of R12ALTORS® (NAR), holding 
significant positions at both the state and nadonal levels. Since 2002, I have been the President of the Florida 
Association, an NAR Regional Vice President, and a member of the NAR Board of Directors. Most recently, 
I was elected NAR First Vice President for 2010. 

On March 28, 2010, statutory- authorit)’ for the NFIP expired. Unable to reconcile differences between the 
House and Senate flood insurance reform bills. Congress has adopted seven short-term extensions since 
September 2008 - all within a few days of the deadline (This includes the current extension to May 31). This 
month-to-month approach hinders a recovering real estate market and creates uncertainty for the more than 
five and a half million taxpayers who depend on the NFIP as their main source of protection against 
flooding, the most common natural disaster in the United States. Without flood insurance, federally-backed 
mortgages may not be secured for residential or commercial real estate transactions in nearly 20,000 
communities across the nation. NAR urges Congress to enact at minimum a five-year extension that 
strengthens the program’s fiscal foundation while also avoiding changes that may result in market inequities 
and housing affordability problems. 

The Importance of the National Flood Insurance Program 

Congress established the NFIP in 1968 so that propert)’ owners would have access to affordable insurance 
against losses due to flooding. This program represents a unique partnership among propert)’ owners, all 
levels of government, and the private sector, and participation is voluntaiy’ for commuriiries. These 
communities pardcipate by adopting floodplain management ordinances to reduce tuture flood damage. In 
return, the NFIP makes federally-backed flood insurance available to property owners and renters in these 
communities. 

The NFIP has effectively reduced the costs of flood damage not only to property owners but also taxpayers. 
According to the Federal Emergency Management Agency (FHMA), flood damage is reduced b}’ nearly SI 
billion a 3’ear as the result of communities implementing floodplain management ordinances and property 
owners purchasing flood insurance. Building; constructed to NFIP standards experience 80 percent less 
damage than those not built to standards. By ensuring access to affordable flood insurance, ta.vpaycrs pay less 
for post-disaster relief to flood victims. As a program evaluation finds, the program “has dearly induced 
savings on flood costs” and that “flood insurance has shifted the loss from taxpayers to those who pay the 
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insurance premium.”' NX-liile the NFIP has been effective at reducing sodetai costs, flood damage since 2005 
has highlighted the need for reforming the program to better protect more people at risk and put the program 
on a stronger financial footing. 

As of January 2009, the NFIP owes $19.2 billion to the U.S. Treasury- This includes $2.6 billion that FBMA 
had to borrow to pay claims for Hurricane Ike and the Midwest floods of 2008. Prior to 2005, the NFIP had 
been largely self-supporting, collecting sufficient premiums and fees to cover expenses and claim payments. 

In the few years when thi.s was not the case, the program was able to pay back the debt with interest. Today 
however, the program is no longer in that position according to the Congressional Research Service.^ 

NAR Supports Long-Term Reauthorization and Reform 

N AR supports at minimum a five-year NFIP reauthorization to provide certainty to a recovering real estate 
market as well as to the millions of taxpayers that depend on the program for flood insurance. NAR also 
supports reforms that strengthen the program’s financial footing by increasing participation in (and therefore 
funding for) the program and setting premiums for repetitive loss properties according to their full risk. 
Though supportive of NFIP reform, REALTORS^ would oppose the phase-in of “full risk” premiums for all 
pre-FlRM properties.^ NAR encourages Congress to strike a balance between ensuring the NFIP’s long-term 
fiscal viabilit}’ while avoiding changes that could result in non-risk based market inequities as well as housing 
affordability problems, especially for lower-income homeowners and renters. 

Repetitive Loss Properties . NAR supports establishing premiums for repetitive loss properties according to 
the full risk posed by such properties to the NFIP. These are properties that have repeatedly suffered insured 
flood losses and declined a reasonable offer of mitigation funding from FF.MA. Though a small percentage of 
properties covered by the NFIP, such properties receive a disproportionate share of payouts from the 
program. 

Repetitive loss properties pose a significant financial l^urden to the NFIP. Research conducted by the 
Multihazard Mitigation Council of the National Institute of Building Sciences found that a dollar spent on 
mitigat-jon saves society an average of four dollars.'^ NAR supports amending the flood mitigation assistance 
program to allow “demolition and rebuilding” as a mirigarion measure. In addition, NAR supports funding 
for mitigation activities for individual repetitive loss properties, and extending the pilot program for 
mitigation of severe repetitive loss properties. 


' Pacific instinne for Research, “Costs and Consequences of Flooding and the Impact of the Natinnal Flood Instirancc Program’’ 
(October 2006), p. 28 (hereafter, “PIR Study’’;. 

- Concressiona! Research Scr\-ice, “Narional PlcKid Insurance Program: Background, Challenges, and Financial Status,’’ (julv 2009). 

’ By “Pre-FIRM,” we are referring to properties built prior to December 31, 1974 or the date of completion ot the flood map for the 
communiiv in which the property is located. 

Muliihazard Mitigation Council, “Natural Hazard Mitigation Saves: An Independent Study to Assess ibe Future Savings from 
Mitigation AedArJes, Volume 1 - Findings, Coirclusions and Recommendations,” Nadonal Jnsiiiuie of Building Sciences, 
Washington, D.C. (2005), p.5. 
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Increased Participation . Another way to help support the future stability of the NFIP is to encourage 
participation in the NFIP. Increasing participation would lead to increased funds for the NFIP, help property 
owners recover from Hood losses, and decrease future federal assistance when uninsured properties flood and 
suffer loss. 

Educating consumers would increase participation. Many consumers may not be aware that Pood insurance is 
available to them. Only 50% of homeowners in federally designated flood areas purchase flood insurance.- 
N AR would strongly support provisions for outreach, education and information to consumers about the 
availability and importance of flood insurance. 

Offering additional coverage also would attract new NFIP participants. Increasing the maximum coverage 
limits foe residential properties, non-residential properties, and contents coverage would more accurately 
reflect increases in property and contents values and provide fuller coverage to policyholders. Coverage limits 
have not been adjusted despite inflation since 1994. In addition, adding coverage for living expenses, 
basement improvements, business interruption, and replacement cost ot contents would help increase 
protection forborne- and small-business <nvners. 

NAR Opposes Phasing-in “Full Risk” Premiums for all pre-FlRM Properties 

NAR opposes phasing-in “full risk*' premiums for non-residential and non-primar\^ residential properties. 
Similady we oppose such a phase-in for residential properties based on the sale price. NAR encourages 
Congress to strike a balance between ensuring the long-term fiscal viability of the NFIP while avoiding 
changes that could result in market inequities as well as housing affordability problems, especially for lower- 
income homeowners and renters. 

Commercial Properties . Similar properties facing the same risk of loss should not be charged different rates. 
Both lack access to affordable property insurance in the private market at a time when commercial real estate 
is struggling with the greatest liquidity crisis since the Great Depression. Often it is the small commercial 
property owner that suffers the greatest. These are the owners of America’s small businesses that are the 
engine of job creation and innovation anti backbone of their local communities. But due to their .single 
location, these owners are ntn as able to offset the increases in insurance costs for one property with lower 
insurance costs in other parts of the country; nor are they able to negotiate a lower multiple property rate as 
larger owners might be able to do. For small businesses that own their properties, there is a point at which 
insurance becomes unaffordable, i.c. when insurance expenses are so high that property no longer generates 
.sufficient income to cover expenses. This problem can force owners to sell their properties, it can also lead to 
mortgage default and even foreclosure, especially during an uncertain economy when there are litt!e-to-no 
buyers. 


^ PIR Study, p. .36, 


4 


P a g c 


National Association of REALTORS*" 



158 


Residential Properties . NAR also opposes phasing-in “full risk” premiums for pre-FIRM primary or non- 
primar)' residences, inciuding those proposals that would focus on properties based on the home’s occupancy 
and/ or sales price. Once again, Realtors-' believe that properties facing the same risk of loss should not be 
charged different rates. While we would support increasing rates on properties with repetitive losses and thus 
a disproportionate share of NFIP payouts, increasing the rate on only some properp' owners directly or 
indirectly due to their income or assets would be unprecedented for the NFIP. 

Properties receiving “subsidized” or less-than actuarial rates were built prior to December 31, 1974 or the 
date of completion of the flood map for the communipMn which the property is located, whichever date is 
later. It should be noted that the use of this term “subsidized” is misleading; Congress authorized a discount 
for such “pre-FTRM” structures because they were built prior to adoption of the flood maps and without the 
knowiedge of the flooding risks inherent in the sites. Changing the rules in the middle of the game could have 
been perceived as unfair or even punidve. It w'as assumed at that rime that eventually these older buildings 
would be replaced by newer flood resistant construction; in peaedee, this process has taken longer than 
assumed. 

As noted above, NAR w'ould support removing the discount on properties with repeated flood losses, w'hich 
receive disproportionate payouts from the program. In these cases, the properp' owner has been nodfied but 
declined a reasonable offer of mitigadon funding from FEMA. This w^ould not be changing the rules in the 
middle of the game. However, when the discount is removed cither directly or indirectly based on measures 
such as type of occupancy or the income or assets of its owner, discounts would no longer be based on risk 
of payout, and NAR would be forced to oppose such a provision. 

Eliminating risk-ba.sed discounts would increase the cost of home ow-nership and rents in older communides 
as well as those that rely on tourism. This could help to contribute to additional rounds of delinquencies, 
foreclosures and reduced property tax bases in these communities. FEMA estimates that if the average 
discounted policy were to pay its full premium, that premium would be increased to about two and a half 
times the current level; some properties could see premiums increase four-fold or more. Again, there is a limit 
to the amount that insurance, or any other expense, can increase before owners are either forced to sell their 
properties, or go without insurance. 

NAR is also concerned that this type of approach w'ould also apply to multi-family and single-family 
residential rental properties, and more importantly, the families that rent these properties. For a renter, the 
apartment or house in which be or she is living is a primaty residence, but could be considered either a 
commercial property or a non-primaty residence because it is non-ownev-occupied, Thus, if the discount 
w'ere eliminated and owmers were unable to cover the additional annual flood insurance costs, tenants would 
face rent increases that would have a dramatic effect on rental housing affordability, especially in the case of 
low' and fixed-income individuals and families. 
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The Congressional Budget Office (CBO) has found no evidence to surest that the risk-based discount 
would cover larger t)r more luxurious structures, whether inland or in a coastal area/’ Another study on the 
NFIP found that those in the middle-income brackets were less likely to live in federally designated flood 
areas than either of those in the highest or lowest income brackets. That study noted that “low income 
households |dcfined as $10,000 - $30,000 per year] live in hazardous areas in order to find affordable housing 
or because they work in water recreation areas and find the least expensive housing nearby.”^ 

NAR would also contend that by maintaining a risk-based discount. Congress would not encourage 
development of “environmentally sensitive” areas. A report released in October 2006 that found “|t]he 
common belief that the NFIP has stimulated development that increased flood losses is not supported by our 
findings.”'"* 

H.R. 1264, the Multiple Peril Insurance Act 

Another focus of this hearing is H.R. 1264, “the Multiple Peril Insurance y\ct” which has been introduced by 
Rep. Gene Taylor (D-MS). After Hurricane Katrina, property owners with an insurance policy expected to be 
reimbursed for the full damage suffered. However, insurers declined to cover w'ind damage under the 
homeowner’s policy if some of the damage was deemed due to flcK^ding, and the NFIP supplement to the 
policy would only cover flood-related damage. In effect, property' owners who had been paying for years for 
this insurance w’ere caught in the middle of a legal dispute between insurers and the NFIP, 

The Multiple Peril Insurance Act would allow homeowners to buy comprehensive insurance and know that 
hurricane damage would be covered without lengthy legal disputes over how much damage was caused by 
wind and how much was caused by Hooding. Premiums for the wind coverage would be risk-based and 
actuarially sound. Coverage would be limited. The CBO has scored the bill as budget neutral. 

The bill would also reduce future properly damage by requiring participating communities to adopt 
International L3uilding Codes. Windstorm insurance would be available only where the local governments 
adopt aiid enforce the International Building Code or equivalent building standards. Thus the bill would not 
(,>niy prc\'cnt in.surers from shifting liability back to the federal government, it would also save taxpayers 
money by increasing the number of properties that arc mitigated against future wdnd damage and paid for by 
insurance premiums rather than post-disaster federal assistance. 

The Need for a Comprehensive Natural Disaster Policy 


^ CBO, "Value of Properucs in the National Floo*! Insurance Program,” 0une 2007), p. 7. 
’PIR Study, p. 43. 

^ Ibid, p. 41. 
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In addition ro reforming the NFiP, NAR urges Congress to enact a comprehensive, forward-looking natural 
disaster policy that encourages personal responsibility, promotes mitigation, ensures insurance availability and 
affordability, and strengthens critical infrastructure. 

Without federal government involvement, the private market will not provide access to affordable insurance 
for a range of natural catastrophe risks, including wind damage. Home- and business owners demand 
insurance to protect themselves, their families and their property' from catastrophe. However, if insurance is 
not available or affordable, many make the unfortunate, but rational, economic decision to purchase only 
minimal insurance. If “the big one” hits, and people cannot afford insurance, everyone will pay through 
taxpayer-funded disaster assistance. 

Today, U.S. policy toward natural catastrophe risk is largely reactive rather than proactive, case-by-case rather 
than comprehensive, and that has to change. The default approach of the federal government has been to 
wait and respond: wail for the next disaster and then respond by providing financial assistance to the victims. 
For example, after Hurricanes Katrina, Rita and Wilma struck the southeastern c{>ast]ine, the federal 
government paid for much of the cleanup — all with taxpayer dollars. Of the $88 billion obligated to the Gulf 
Coast stares, $26 billion went directly to under-insured property owners according to the General 
Accountability' Office.^ That is $26 billion that would not have been necessar)' or paid by taxpayers, including 
those not living near the U.S. Cfiasi, had a proactive federal policy been in place, to make property insurance 
more widely available and affordable. 

As the PIR study referenced earlier shows, proactively addressing disaster risks benefits all. The decidedly 
proactive approach taken to flooding risks via the NFIP has reduced the costs of damage not only to 
property’ owners but also to taxpayers. The program has reduced the cost because participating communities 
must adopt floodplain management ordinances and building standards that mitigate against future flood 
losses. By ensuring access to flood insurance, that reduces the amount of post-disaster federal assistance for 
which taxpayers have to pay. Proactively addressing the risks that other natural hazards create would save 
taxpayers additional money. 

Having a more comprehensive natural disaster policy is essential in the coming years since there is no 
guarantee that 2010 or any future years will be as benign for natural catastrophes as 2009. Another Karrina- 
sizc disaster or Norihridge earthquake are not a question of if, but when. As we have learned, it is far less 
costly to prepare ahead of time chan to fund recover)' efforts. 

Conclusion 

Thank s’ou again for the opportunity to share the Realtor^' community' ’s view's on needed changes to the 
NFIP. NAR stands ready to work -with members of the Committee to develop meaningful reforms to the 


General Accountabilit)- Office. “Naniral Disasters: lAiblic Polity Options for Changing the Federal Role in Namr-aJ Catastrophe 
Insurance,” (November 2007)-, Figure 3. 
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NFIP that will help protect propert}' owners and renters prepare for and recover from future losses resulting 
from floods. 
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